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HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 
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Since its establishment over 90 years ago, the Bank of 
New Zealand has been in the forefront of the Country’s 
development. Up-to-date information on every aspect of 
New Zealand trade is available to those with present or 
projected interests in the Dominion through the complete 
and unrivalled Banking facilities provided by the Bank’s 
300 Branches and Agencies. 
You are invited to consult the 


BANK OF NEW ZEALAND 


Incorporated with Limited Liability in New Zealand 
London Office : Head Office: 
1 Queen Victoria Street, E.C.4 Wellington, New Zealand 


Branches also at Melbourne; Sydney ; Suva, Lautoka and Labasa (Fiji) ; 
Apia (Samoa). 
Every type of Banking Business undertaken 














Calle 13 No. 8-75 


Capital paid 
Deposits 
Assets ... 


BANCO DEL COMERCIO 


Head Office: Bogota 


General Manager: F. J. OCAMPO. Sub-Managers: Manuel Bejarano, Carlos Santa Maria 
Auditor: Rafael Posada; Cashier: Delio Rey; Secretary: Erwin Karpf 


Cables: BANDELCO 


$10,000,000.00 
$56,797,167.00 
$95,581 061.00 


Correspondents: 
UNITED STATES: American Trust Company, Bank of America, The Chase Bank, The Bank of California, Colonial 
Trust Co., Bank of the Manhattan Co., The First National Bank of Boston, Swiss Bank Corp., Credit Suisse. 


EUROPE: Deutsch Sudamerikanische Bank, Hamburger Kreditbank, Norddeutsche Bank, Hamburgo, Vereins- 
bank, Hamburgo, Banco de Bruselas, Société Génerale, Paris, Banco di Roma, Banca Nazionale del Lavoro, 
Banco de Londres, Londres, Skandinaviska Banken, Credit Suisse, y Swiss Bank Corp., Zurich. 


We have specialized information services about importation of capitals 
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BRADBURY, WILKINSON & CO., LTD. 
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DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMBS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 
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ALL DOCUMENTS OF SECURITY 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 
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TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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The 
Barclays Group of Banks 
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BARCLAYS BANK LIMITED 


BARCLAYS BANK 
(DOMINION, COLONIAL AND OVERSEAS) 





BARCLAYS BANK (CANADA) 
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BARCLAYS BANK (FRANCE) LIMITED 








THE BRITISH LINEN BANK 





Other Associated Companies 
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Barclays Trust Company of Canada 





This organisation, with correspondents throughout 


iH Barclays Overseas Development Corporation 

i Limited 

a 

i Barclays Bank Executor & Trustee Company 
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; (Channel Islands) Limited 
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the world, is able to offer to those concerned with 


trade or travel abroad all the services a modern 


Bank can perform for its customers. 
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esponsible advice 






ON BLA 4t30 14 bl 


AS AN EXECUTOR 
i i spi a — AS A TRUSTEE 





AS A SOLICITOR 





Professional men, business men, even private 
, individuals are often asked for advice on the safe 
E Ve rythi Nn gJ investment of substantial sums of money, whether 
arising from a will, a maturing policy, the sale of 
property or other sources. 


P oints to the The investments offered by the Co-operative 
Permanent provide an ideal answer to such problems. 
Money so invested enjoys the security assured by a 

d d vantd g es large financial institution with interests throughout the 
country. Moreover, capital is free from fluctuation. 
Interest at 2}°, is paid with unfailing regularity and 

of Investment income tax is paid by the Society making the return 
equivalent to more than 45°, where there is liability to 
income tax at 9/- inthe £. Invested money is always at 
call on short notice and can be realised without loss or 


IM th Cc — expense. 


Full details of the complete financial service made 
available by the Soctety will be forwarded on request. 


CO-OPERATIVE PERMANENT 


BUILDING SOCIETY 


NEW OXFORD HOUSE - LONDON, W.C.I * Tel. HOLborn 2302 
City Office: 14643 MOORGATE, E.C.2 + Tel. MONarch 3556 


FIZNDS £75,000,000 RESERVES EXCEED £3,000,000 
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THE MITSUBISHI BANK, 
LIMITED 


THE CHIYODA BANK, LTD. 
has reverted to its former 


name as from July 1, 1953. 
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Capital paid-up: ¥2,750,000,000.- 


Head Office: Tokyo Japan 


156 Branches throughout Japan 


New York Agency 
11! Broadway, New York 6, N.Y. 
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CABLE ADDRESS: CHYODABANK 
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a an ““Chase is my bank in New York” 
4 Sa: is a familia ase I iti usin 
act Re s a familiar phrase in British business 
Si! Sie, and banking circles. 
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Sas mies organization the Chase National Bank 


i yi: 7 ee THE CHASE NATIONAL BANK ° 
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offers facilities geared 
especially to the needs of British 
interests in the States 
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THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 
A United States Corporation with Limited Liability 
LONDON 
6 Lombard Street, E.C.3 + 46 Berkeley Square, W.|. 











Lunk & Co. K.-H. 


HAGEN 1. W. 


FOREIGN TRADE BANK 


Telephone : 2751 52 Cables: Lunkbank Hagenwestfalen 
Fernschreiber: 0303 865 
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BANCO DI ROMA 


HEAD OFFICE: ROME 
PAID UP CAPITAL AND RESERVE 
LIT. 2,000,000,000 
OVER 150 BRANCHES IN ITALY 


| Fe) 
| Branches Abroad: 
| TURKEY: ISTANBUL, IZMIR 
LEBANON: BEIRUT, TRIPOLI 
ERITREA: ASMARA, MASSAUA 
LIBYA: TRIPOLI 
SOMALILAND: MOGADISCIO, MERCA 
& 
Representative Offices: 
LONDON, FRANKFORT-ON-THE-MAIN, 
NEW YORK, BUENOS AIRES 
& 


Foreign Affiliated Banks: 
BANCO DI ROMA (FRANCE): PARIS, LYONS, 
MONTE CARLO 


| BANCO Di ROMA PER LA SVIZZERA: LUGANO, 
CHIASSO 


BANCO Di ROMA (BELGIQUE): BRUSSELS 
BANCO ITALO-EGIZIANO: ALEXANDRIA, CAIRO 


CORRESPONDENTS ALL OVER THE WORLD 











| LOMBARD BANKING 
LIMITED 
BANKERS 
LOMBARD HOUSE 
5 Aldford Street 
PARK LANE 
LONDON, W.! 


Grosvenor 6211 (10 dines) 





«* 


Branches & Agents throughout the U.K. 























¥ together form the Australian market. Tweed Heads has 
Y> ° ° : 
, % something particularly its own... other than a branch of 


the Commonwealth Bank, that is. Its social and economic 






conditions are individual. And so are those of all the 
\ other towns and cities throughout Australia which the 
Commonwealth Bank knows as intimately as it knows 
Tweed Heads. This detailed yet nationwide knowledge is 
essential to British business houses viewing the Australian market 
“Y/Y 7 ; , , . 
YY from 12,000 miles away. It can be easily obtained from our 
Financial Information Service at Australia House which will be glad 


to assist you in every possible wav. 


The Commonwealth Bank | knows | Australia 





. COMMONWEALTH BANK OF AUSTRALIA * COMMONWEALTH SAVINGS BANK OF AUSTRALIA 


8 Old Jewry, London, E.C.2. And at Australia House, Strand, W.C.2. 














THE PURPOSE AND RESULT OF SENSIMATIC CONTROL 
<—-& Here’s the secret of the Sensimatic’s 
astonishing versatility. Each panel (or sense- 
plate) like this guides the machine through any 
four different accounting jobs in any combina- 
tion. There is no limit to the number of panels 
youcanuse. . 











Remittance Lists 
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Deposit Accounts 
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Dividends 
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and many more 





Burroughs 


Se 


From one 
accounting machine— 
countless applications 


NOW THERE ARE FIVE VERSIONS of the 
Burroughs Sensimatic Accounting Machine, 
giving you the registers or combinations of 
registers you need for the jobs you have on hand. 
All are based on the completely new principle of 
Sensimatic Control, which directs the machine 
automatically through every mathematical func- 
tion and carriage movement during a posting 
operation. Just as there is no practical limit to the 
number of different accounting applications the 
Sensimatic will handle—switching instantaneously 
from one to another at a turn of the selector knob 
— so there is no limit to the economies in time 
and labour which its use will effect in your office. 

Call Burroughs about the Sensimatic today. 
You'll be surprised at the low cost of this multi- 
purpose accounting machine. Burroughs Adding 
Machine Limited, Avon House, 356-366 Oxford 
Street, London, W.1. Sales and Service offices 
in principal cities. 
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lt is the | 
calculating machine 
that gets through 
routine figures 
faster that 


your business 


best . 





n Payro} INVo > MOck p.. ds d th fTeat 
YOlume f | Utin Alysis. h NO pla © for 
Alculag; Mach; C will k co Pulation, 

Vhat ‘S Need d Cal AChin that Sives 
he Ver AXIMD (put o f figures for the 

1Ours jx IN use 'S Whe Ci culating 
Machin CXCe]. Pe ting Wit M Of re. 
4INd ip > Ne m; Number Dp €Ssions f 
© Wor aN spe a ‘figure 
Nuch as 20% 
able duce the 
Ne 4Ve on 
de 
dA n House. 
ales and 


t “Niforn key 
evs, COnr OLs p Station, 
“tracy 


ay 
re 
a 


O “Noup 5, Wo CONtro] Key 
“ations. 


Ution Qnd 
e “"Stantaneous 


Key. The Sing]e 
the Srony dial js 
Strom the TOSS iin the 
“Mouny 














Wales” 


“New 


South 


Australasia when Australia’s first public company — the Bank of New South 


1817. 


Wales — was established in 


This explains why the Bank which provides banking service at over 850 


points in Australia, New Zealand, Fiji, Papua and New Guinea is still 


called — 


BANK OF NEW SOUTH WALES | 


FIRST AND LARGEST COMMERCIAL BANK 


MAIN LONDON OFFICE: 29 Threadneedle Street, E,C.2—D. J. M. Frazer, Manager 
HEAD OFFICE — SYDNEY, AUSTRALIA | 





Tlamed by Captain 6 


In 1770, Captain Cook took possession of the eastern | 


coast of Australia, naming it “New South Wales”. 


was still the name of all the settled part of 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 








IN THE SOUTH-WEST PACIFIC | 


























A Bank Manager 
writes : 


Dear Sirs, 

A customer, Miss .. ., 1s willing 
to send her subscription to the 
Church Army under a Deed of 
Covenant. If you would send me 
the form, I will get her to sign it. 

Yours faithfully, 
Manager. 


The Church Army, 
55, Bryanston Street, W.1. 


Would other Bank Executives help this 





widespread and ever necessary work in this 





or in other ways? 
LN Ne RIE AT AME LLANE RAI AT 
All communications should be addressed to 


Rev. E. Wilson Carlile, Chief Secretary, The 
Church Army, 55, Bryanston Street London, W.1!. 


<HURCH ARMY 
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The P.P.J. Home Safe 


P.P.J. Home Safes serve a double purpose. They actively 
encourage saving and, with your name and address em- 
bossed on the smart, leather-cloth cover, they are an 
excellent advertising medium. 

Strong and solid, with a slot for coins and a Circular 
aperture for notes, P.P.J. Home Safes are serving leading 
Banks, Building Societies and Insurance Companies all 
over the world. 


Please write to us to-day and we will gladly send you 
samples and prices of the P.P.#. book-type Home Safe. 


PEARSON -PAGE-JEWSBURY CO., LTD 
(Dept. 12) Westwood Works, Birmingham, 6 
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Strongroom doors 


St nN? 
a eas Chatwood research, 
Safes 
Safe deposits craftsmanship and inherited 
Fireproof Office Equipment skill are the keys to security 


CHATWOOD 





THE CHATWOOD SAFE AND ENGINEERING CO. LTD., 
SHREWSBURY, ENGLAND 





BY APPOINTMENT 


> LAURENCE POUNTNET.. HILL - LONGBOW ~*' €.¢C.4 
MAKERS OF SAFES = “> es F a i ~ “a - 
TO THE LATE ROYAI! EXCHANGE ARCADE - MANCHESTER 2 
KING GEORGE VI 26 WE j PILE STREET - GLASGOW -+- €.$ 
ix 


























THE ENGLISH, SCOTTISH & 
AUSTRALIAN BANK, LIMITED. 





e 
Subscribed Capital .. - ss Se ..  £5,000,000 
Paid-up Capital rv ; sa * .. $3,000,000 
Further Liability of tee wa .. $2,000,000 
Reserve Fund i ha is oer ..  £2,000,000 
® 


With more than 400 Branches in Australia and a network of Agents and 

Correspondents in all Overseas countries, this Bank is able to give prompt 

response to enquiries concerning exchange transactions, import/export 

regulations, collections and remittances, credit reports, letters of credit and 
every other type of Banking business. 


Address enquiries to Head Office : 
5; GRACECHURCH STREET, LONDON, E.C.3. 
West End Branch: 8-12, BROOK STREET, W.1 
J. A. CLEZY, General Manager in London 
Chief Office in Australia: Collins Street, Melbourne. 
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eapeenem sess MACHINE ACCOUNTING 


and Accounts Office Practice 
By P. N. Wallis. A practical book giving full 





CAPITAL - £10,000,000 | and up-to-date information on modern machine 
PAID-UP -  £5,000,000 accounting equipment and methods. 21/-~ net. 
PRACTICAL BRANCH 
The Bank transacts every eeemerenaen 
description of English and the nage Bg 0 yo ponent Soe 
Foreign Banking Business. cee eee euaiaeen "ae 


| PRINCIPLES OF BANKING 
BRANCHES throughout TURKEY and the . 
By S. Evelyn Thomas and Maurice Megrah. An 


NEAR EAST, including EGYPT, SUDAN, | excellent book, by two authorities, of particular 


| . . . 
IRAQ, CYPRUS, JORDAN and ISRAEL. value to students preparing for the examinations 
Q »J of the Institute of Bankers. 16/- net. 





sar ai Institution in Syria and ELEMENTS OF ECONOMICS 
: ANQ'! DE YRI DU 

inbenmapam as . ee By S. Evelyn Thomas. Tenth Edition. 30/- net. 

LIBAN. ‘* Like their predecessors, the present generation 
of students preparing for professional examinations 

LONDON 20/22, Abchurch Lane, E.C.4 will find it of much help.’’—Journal of the 

MANCHESTER 56/60, Cross Street Institute of Bankers. 

PARIS 7, Rue Meyerbeer - : . 7 

MARSEILLES 38, Rue St. Ferreol SIR ISAAC PITMAN & SONS, LTD. 

CASABLANCA |, Place Ed. Doutte Parker St. @ Kingsway @ London, W.C.2 

ISTANBUL 




















Like EVERY AMATEUR BALLAD-MONGER, 
Gregory Twinge needs a stout, generously- 
gummed envelope* to mend his piece of music 
with the flap of. 

Twinge is held in high esteem by accompanists, 
first because he owns a piece of music at all, 
and does not, like many amateur ballad- 
mongers, mutter the tune hoarsely in the 
pianist’s ear and without more delay strike off 
at a great pace in six sharps, secondly because 
his music is in such an impeccable state of repair. 
This is pure altruism on Twinge’s part. 
He himself cannot read the stuff, and after upwards of three hundred 
renderings of a single-item repertoire there is no point.in starting now. 
But pianists are different. 

Pianists are temperamental. 

They do not mind a piece of music yellowed with age, spongy 

to the touch, with corners long fallen victim to the turner-over’s zeal, 
edges serrated into a rough chart of the West Coast of Scotland, and 
much of the bass part obliterated with stamp-edging . 











But they do like it to stand up. Its backbone must be 
strong. When a piece of music 
bows from the waist halfway 





through the first refrain, and falls 
from the piano, instinctively folding itself into four 
on the way, a pianist gives up. 
That is why, like every amateur ballad-monger, 
Gregory Twinge needs a stout, generously- 
gummed envelope to mend his piece of music 
with the flap of. 


One of the RIVER SERIES for preference. A handsome Avon Parchment Wove 
would be simply grand for Gregory, our fictitious singer. 


There are several features that distinguish 
River Series from ordinary envelopes—their 
smart modern ‘‘Square Cut’’ appearance— 








,7 









~~ 


all have generous gumming of flaps ands as! * FREE SAMPLE BINDER 
wide overlap of seams to provide security— as! We shall be delighted to send to pro- 
and all are made from British high-quality papers. {tr fessional and business houses our newest 
Your local Stationer or Printer will readily arrange “th Sample binder ot River Series envelopes. 
supplies. iim NAME 
—— 
+A FIRM 
~—, 
| 


ADDRESS.........-....-....-.. 


River Series envelopes © “* 


rHERE-ARE OVER 260 different sizes and shapes of Manilla, 
Cream Laid, Air Mail, Cartridge and Parchment envelopes 
in the ‘River Series’ range. 














PIRIE, APPLETON & CO LTD - CHADWELL HEATH MILL: ESSEX 








Another phase of 
AUSTRALIAN 


DEVELOPMENT 


Australia produces the 
world’s cheapest steel. Pro- 
duction reached 1,500,000 
tons in 1951-52 and is 
increasing every year. Our 
Information Department will 
be glad to help if vou are 
interested in the opportunity 
Australia offers. 








The 


NATIONAL BANK OF AUSTRALASIA 


LIMITED 


(Incorporated in Victoria) 


London Office: 7 Lothbury, E.C.2 


Other London Offices: Australia House, Strand, W.C.2 and Illa Albemarle St., W.! 
660 Offices in Australia Assets £229 Million 


ae om a 


If you are faced with any business situation that calls for 
closer management control or greater clerical output, 
send for the Man from Remington Rand to discuss 
ways and means of solving your special problems. 

















He will be glad to explain how Remington Rand’s 

wide range of business machines, systems and equipment 
can help you to achieve new standards of speed, 
simplicity and accuracy in office administration. 


Memington Fland 
SYSTEMS, MACHINES 
AND EQUIPMENT 


... the easier way to Office Efficiency 


Write for booklet * The Easier Way to Office Efficiency’ to Dept 142 
REMINGTON RAND LTD., COMMONWEALTH HOUSE, | NEW OXFORD ST., .C. : CHAncery 8888 
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The COMMERCIAL BANKING COMPANY OF SYDNEY Limited 


Established 1834 Incorporated in New South Wales with limited liability. 
With which is amalgamated THE BANK OF VICTORIA LTD. 


























AUTHORISED CAPITAL - - - - - - £12,000,000 0 0 
CAPITAL PAID UP - - + + « « -« £4,739,012 10 0O 
RESERVE FUND - - - - -« «© « - £4,650,000 0 0 
Reoemve CAPITAL «© «© © ww © «© «& £4,739,012 10 0 
£14,128,025 0 0 
TOTAL DEPOSITS 30th June, 1952 - - £174,420,552 3 2 
TOTAL ASSETS 30th June, 1952 - - - £184,197,507 7 0 
HEAD OFFICE: 343 GEORGE STREET, SYDNEY 
" General Manager - - A. S. OSBORNE — 
LONDON OFFICE: 18 BIRCHIN LANE, LOMBARD STREET, E.C.3. 
Manager - R.H.S.CAVAN Sub Manager - G. A. BROWN 


WEST END BRANCH: 49/50 BERKELEY STREET, W.1. 
Manager: A. C. McDONALD 


326 Offices and Branches in New South Wales, Queensland, Victoria, South Australia and 
Australian Capital Territory. Agencies throughout Australia and New Zealand and all other 
parts of the world. 

Drafts payable on Demand and Letters of Credit are issued by the London Office on the 
Head Office, Branches and Agencies of the Bank. 


Bills on Australasia negotiated and collected. Remittances cabled and mailed. 

















THE BANK OF ADELAIDE 


Invites the fullest use 
of its services 





The London Office is at 
ll, LEADENHALL STREET, E.C.3 


Telephone: MANsion House 2993 


Every description of banking business transacted. Compiete information regarding 
Australian Trade available. 


Principal Offices in Australia :— 


ADELAIDE (Head Office) 
BRISBANE, MELBOURNE, PERTH, SYDNEY 


110 OTHER BRANCHES AND AGENCIES IN AUSTRALIA 


(Incorporated 1865 in Australia with limited liability) 
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Head Office of 
National 
Provincial 
Bank Limited. 
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‘At the corner of Threadneedle Street,’ 
15, Bishopsgate, London, E.C.2. 





Nevttoneal ‘Piovinctal Liank Limited 


offers a complete Banking Service 


Chairman: 


The Right Hon. The Earl of Selborne, P.C., C.H. 


Deputy Chairmen: 
David John Robarts, Esq, 
Sir Frederick William Leith-Ross, G.C.M.G., K.C.B. 


Chief General Manager: 
L. J. Williams. 


Foint General Managers: 


H. F. Willmot, F. Keighley, C. G. Wheatley, H. C, Pearson. 
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THE 


BANKER 


4 ef =. 
THE BANKER 
WILFRED KING, Edttor 
Published by 
THE BANKER LIMITED 
Editorial Office: 

22 RYDERSTREET, ST. JAMES’S, 
LONDON, S.W.1. 
Publishing Office : 

72 COLEMAN STREET, 
LONDON, E.C.z. 
Telephone : Monarch 8833 


Telegrams : Bankroy, Ave, Lundon 
Cables : Bankroy, London 


* 


THE SUBSCRIPTION RATES POST 
FREE TO ANY PART OF THE 
WORLD ARE :— 

TWELVE MONTHS.... {I I0 Oo 
SIX MONTHS........ I5 oO 


THE EDITOR WILL BE GLAD 
TO RECEIVE MS. ARTICLES. 
THOUGH EVERY CARE WILL BE 
TAKEN, HE CANNOT HOLD 
HIMSEI.F RESPONSIBLE FOR 
ARTICLES SENT HIM 


s 


THE BANKER 1s published on 
the First Day of the month 


july, 1953 NUMBER 330: VOLUME IO! 
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THE OLDEST INSURANCE 
OFFICE IN THE WORLD 


is prepared to undertake ll 
the duties usually entrusted to 


EXECUTORS and TRUSTEES 


at reasonable rates. 
Booklet on application to: 
Head Office: 63 Threadneedle Street, E.C.2 
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A Banker’s Diary 





Tre Treasury took many people in the City by surprise with its loan operation 
of mid-June, not indeed in its timing, for many indicators had suggested that 
a new approach to the market was impending, but in the modesty 
Tactical of the objectives the issue had in view. Ever since the budget, 
Funding which leaves the Chancellor with a large “ overall ’”’ deficit to 
finance, it had been widely held that the authorities would seize 
the first convenient opportunity to launch a substantial funding loan designed 
to appeal to the general public and the big institutional investors other than 
the banks—and thus to avoid a repetition of last year’s credit expansion 
through Treasury financing on Treasury bills. This supposition had seemed 
to be strengthened, too, by the knowledge that large maturities have to be 
faced before next spring: £577 millions of 1? per cent. Serial Funding Bonds 
will mature on November 14 next, and the final date for the £810 millions 
of 23} per cent. National War Bonds, 1952-54, is March 1. Despite the recent 
success of the authorities in disposing of internally-held securities through 
the Government broker’s “taps” in the market, last month’s operation 
wholly ignored the first of these presumed objectives and was barely relevant 
to the second of them. 

The issue took the form of a mere repetition of the expedient chosen early 
this year, comprising the offer for cash of a second tranche, likewise of £100 
millions, of the 3 per cent. Exchequer Stock, 1960, first issued on March 1 last. 
This was one of the stocks that had been flowing freely through the taps; and 
early last month the fact that the tap prices for this stock and for some of the 
short bonds were being quickly edged upwards, as a prelude to a cessation 
of the tap offerings, had implied that the impending operation would be in 
this range of securities. But, even at that late stage, the market was assuming 
that if a further slice of 1960 Stock was issued to replenish departmental 
holdings, it would be accompanied by a “‘ money market ”’ security in partial 
replacement of the coming maturities. As it is, the new loan merely capitalizes 
in a minor way the post-budget firmness of the market—a firmness that enabled 
the authorities to launch the stock at par, whereas the first tranche had been 
placed at 993. At this price, the issue was very close to thé market level (which 
had slipped back on anticipatory rumours), and the authorities undoubtedly 
again took up a substantial portion, though probably a somewhat smaller 
one than before. It was widely affirmed that the issue had been “ aimed ”’ 
at the banks, some of which are now disposed to venture a little beyond the 
very short-dated securities to which they were directing their operations 
until a few months ago. But, even if the whole sum had been taken up by 
the public and by non-banking institutions, it still would have been only just 
sufficient to reverse the increase in bank liquidity ratios that occurred between 
the April and May make-up dates—an increase of 1.2 per cent., to 33.6 per cent. 

These restrained tactics clearly imply that monetary policy is being aligned 
to the pattern implied by the budget. As the Chancellor stated in the budget 
speech, and as THE BANKER analysed in some detail last month, the budget 
policy suggested that, unless the underlying economic conditions changed 
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substantially, monetary policy ought to be kept approximately on an even 
keel. If, indeed, the reflationary aims of the budget are right, it would 
obviously be wrong for the monetary authorities to attempt any aggressive 
funding at this stage; but it would also be wrong to allow the Treasury’s 
deficit-financing to cause any large softening of the pattern of liquidity ratios. 
The fact that the authorities have pitched their objectives so modestly might 
have been expected to be read “ bullishly ” in the gilt-edged market; but in 
fact this operation has been the signal for a fairly sharp reversal of the upward 
trend. The turn-round doubtless owes something to the technical position 
after an appreciable advance, and also to selling by allottees of another {104 
millions slice of coal compensation stock (Treasury 34 per cent. Stock, 1977-80). 
The most potent influence, however, was almost certainly the disheartening 
news that came simultaneously from Korea and East Berlin. The hopes of a 
truce in Korea, and of a cooling down of the international atmosphere more 
generally, had played a very large part in the market’s earlier advance. 


ECONOMICS Clearly played only a relatively minor part in the discussions of the 
Commonwealth Prime Ministers when they assembled in London for the 
Coronation. The communique issued after the conference 

After the did, however, provide further confirmation that the Govern- 

Coronation ment’s aim now is to advance, when and where possible, 
Conference towards “ removing progressively restrictions on trade over 
as wide an area as possible and especially within the Common- 
wealth and the sterling area’’. A rider must, of course, be entered to this 
expression of intent—although it was not entered in the communique—that if 
exporters are going to find more open markets in the Commonwealth, then 
some resources are inevitably going to be dragged away from exporting to 
the dollar area; freer trade within the sterling area is thus to some extent 
a recipe for delaying the day when sterling can be made convertible into dollars. 
But this change in direction, from convertibility towards liberalization, has 
been an inevitable consequence of the disappointing trend of American policy 
in the past six months. 

[It seems probable that the British Government hopes that Australia and 
some other Dominions may be able, in the reasonably early future, to relax 
some of their import restrictions against British goods—and perhaps against 
European goods as well. The British Government itself is also pushing forward 
with the removal of import restrictions when and where possible; and it 1s 
particularly proud of the fact that by the autumn most of Britain’s imports 
of raw materials, and thus more than half of its total imports from the dollar 
area, will be freed from discriminatory licensing, so that importers will be able 
to satisfy their requirements from whatever area and (virtually, if not always 
in strict legal fact) to the extent that they like. Moreover, among these 
materials, arbitrage is now or will then be possible in tin, lead, zinc, copper, 
rubber, tea, cocoa and coffee; among the raw materials for which Britain will 
have freed (or virtually freed) imports by the autumn, but will still control 
re-exports, are grain, timber, pulp, paper, cotton and perhaps sugar. To the 
extent that foreigners are permitted to buy British re-exports with sterling, 
all this represents a genuine step towards convertibility as well as towards 
freer trade. 
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INEVITABLY, the extent to which the pace of these advances towards freer 
trade can be accelerated—and extended towards further liberalization of 
imports from Europe, which may be the next step that the 

Prospect British Government has in mind—must depend on the prospect 

for the for the gold and dollar reserves. Those reserves rose by a 

Reserves further $48 millions in May. This was less than half the 

average increase in the first four months of the year; yet, for 
reasons outlined in last month’s issue of THE BANKER, the result was at least 
as good as could be expected. The balance of the overseas sterling area with 
the dollar area tends to be unfavourable between May and October, as many 
of the big commodity sales have come to an end; the drop in the gold and 
dollar surplus with North America and other countries outside E.P.U., from 
an average of $50 millions in the first four months of 1953 to $14 millions in 
May, was thus in accordance with seasonal trends. With receipts of American 
aid (at $13 millions) at their lowest level for many months, the main factor in 
the rise in the reserves in May was the receipt of $21 millions from the European 
Payments Union in part settlement of the sterling area’s surplus of £15.3 
millions with Western Europe in April. In May, however, partly as a reflection 
of the start of the tourist season, that surplus fell to £7.1 millions, and the 
mid-June receipt of gold from E.P.U. was thus only $10 millions. In this 
‘account, as in that with the dollar area, seasonal factors will tend to work 
against the sterling area between now and September or October. 

The sterling area may therefore be at something of a watershed, when it is 
appropriate to look back at the experience of the last nine months of relatively 
favourable seasonal influences (September to May) and forward to the more 
difficult season that may lie immediately ahead. In the nine months since 
last September the reserves have risen by $649 millions, to $2,321 millions. 
This is an appreciable gain, but the perspective in which it must be viewed is 
the fall in the reserves in the nine months of extreme crisis to March, 1952— 
a fall of no less than $2,167 millions. Moreover, fully 53 per cent. of the gold 
accumulated in the past nine months has been received from E.P.U. Receipts 
from the Union were naturally particularly large in the autumn and early 
winter, when surpluses with Europe were being settled fully in gold; but now, as 
Britain’s cumulative deficit with the Union has been reduced, so the proportion 
of each monthly surplus settled in gold has fallen and the surplus necessary 
for a given gold receipt increased. It is clear, therefore, that more and more 
of the burden of strengthening the reserves will have to be shouldered by the 
direct balance with the dollar area; and in view of present uncertainties in the 
American scene, which are discussed in the leading article of this issue, this is 
not a very cheering thought. 


THE annual reports of the Bank for International Settlements have been con- 
sistent in their advocacy of the cause of convertibility, in the belief—as the 
latest report puts it—that this medicine would compel 

B.LS. countries “to maintain standards of monetary discipline 

and which will, at one and the same time, give their own people 
Convertibility an honest and reliable currency and make it possible for 
them to become members of an international monetary 

system ’’. It is not surprising therefore that the bank now lets out a heartfelt 
cry that ‘‘ the movement which is at present carrying most countries in Europe 
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towards genuine convertibility should not be allowed to lose its momentum 
but should, on the contrary, be accelerated’. The B.I.S. agrees that, as a 
transitional step, wider margins of exchange rate fluctuation should be allowed, 
but—after this intervening stage of fluctuating rates—its ultimate aim is 
nothing less than full convertibility within a framework of stable exchange 
rates and with completely unrestricted trade; indeed it considers that a return 
to convertibility will be doomed unless combined with an expansion in the 
volume of trade, and observes that no country can know the true value of 
its currency as long as it retains import restrictions that impede the normal 
functioning of the price system. In preparing the road to convertibility the 
B.1.S. places highest priority on appropriate domestic policies and internal 
stability. It agrees, however, that international co-operation will also be 
required and it points to the example of the Tripartite Agreement of 1936 as 
a significant object lesson in this context. What exact form that co-operation 
should take and what specific contribution to it the United States should 
make are issues that are discreetly circumnavigated. 


DuRING the five weeks to May 20, despite the fact that the first proceeds of 
the B.E.A. loan were being applied to fund bank advances, “‘ net ’’ deposits 
of the clearing banks rose by £43 millions, to £5, 865 millions. 

Expanding This confirms the view that the unusual April fall in deposits 
Deposits was due to fortuitous and special influences, and did not 
portend any break in the trend of credit expansion. The fall 

of £425 | millions in advances in May is likewise no sign of a check to the steady 
rise in “the provision of bank finance for private industry and trade that has 
occurred since November; on the contrary, since the £56 millions paid up 
on the B.E.A. loan was presumably promptly used to repay the banks (the 
quarterly classification of bank advances, that we reproduce on page 57, shows 


May 20, Change on 

1953 Month Year 

fm. ém. £m. 
Deposits ie es - - 6082.8 + 23.8 + 180.0 
‘Net ’’ Deposits * i a 5864.9 + 43.0 + 168.3 

o + 

Liquid Assets. . - at - 2041.9 (33.6) - 79.7 + 97.7 
Cash = te - - 498.3 (8.19) — t 7.9 
Call Money i ut - 463.7 (7.6) t+ 9.5 — 54.0 
Treasury Bills .. “a re 1013.5 (16.7) 75.3 + 179.6 
Other Bills ca _ im 66.3 (7.Z) 5.1 —- 35.6 
Investments plus Advances .. a 3595.2 (64.0) — 38.7 + 72.1 
Investments oo a 3 2123.1 (34.9) - 2.9 + 190.7 
Advances ; 8772.3 (20.2) 42.4 — 118.6 


*After deducting items in course ak collection. + Ratio of assets to published deposits. 
a net drop of £41.3 millions in loans to the category of public utilities 1n the 
three months to May), advances to other borrowers probably increased by 
some {14 millions during May. The contrast with last year’s experience, when 
the drop in advances in May exceeded the called-up portion of the 1952 B.E.A. 
loan by over £2 millions, affords further evidence that the attitude of the banks 
towards borrowers has become less austere. Advances to all borrowers other 
than the utilities and “ personal and professional’ rose by £39.5 millions ia 
March, April and May—easily the largest quarterly increase since the intro- 
duction of the new monetary policy. The slow re-expansion of commercial bill 
portfolios that likewise began at the end of 1952 was, however, checked in 
May, when the total dropped by nearly £5 millions, but this movement was 
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probably mainly a reflection of the smaller proportion of the supply of com- 
mercial paper that is reaching the discount houses, some of which are becoming 
very disgruntled at the refusal of the authorities to allow them to reduce the 
pegged rate that applies to this class of paper (3 per cent. for 3 months bills). 

It is clear, however, that the net absorption of credit by the private sector 
(excluding the B.E.A.) was not large in May, so that the bulk of the month's 
expansion must be attributed to the demands of the central Government; 
these demands appear to have been of the order of £85 millions—of which {£75 
millions was represented by an increase in Treasury bill holdings, with the 
result that the liquidity ratio recovered rather sharply, to 33.6 per cent. The 
Government borrowings were somewhat larger than in the corresponding weeks 
last year, despite a reduction in the overall Exchequer deficit in the most 
nearly comparable period and despite the fact that ‘‘ departmental ”’ participa- 
tion in this year’s B.E.A. loan was smaller than last year’s. At the same 
time, the volume of finance from tax reserve certificates, small savings and the 
increase in the note circulation was larger than last year. Since there is no 
evidence that the unexplained demand on the Government arose from the 
need to finance an increased external surplus, the explanation presumably lies 
in quite special influences mainly connected with the slight disparity between 
the periods covered by the two sets of statistics. 


THE International Monetary Fund has recently compensated for its business 
inactivity by the volume of its literary and statistical output. After pub- 
lishing—without endorsing—Mr. Roy Harrod’s plain intimation 

World that the dollar price of gold was too low (discussed in THE 
without BANKER last month), the Fund itself has issued a report on 
Reserves the “‘Adequacy of Monetary Reserves’’ and a considerable 
revision of the valuable tables of gold and foreign exchange 

statistics that appear in its monthly summary of “ International Financial 
Statistics ’’. The first of these reports, which was undertaken at the request 


RATIO OF OFFICIAL RESERVES TO TOTAL IMPORTS 














(Per Cent.) 
Gold Gold and Foreign Exchange 
. 1928 1938 1951 1928 1938 1951 
United States .. 4 i es 85 592 IQ 85 592 IQ! 
Canada .. “s me? ss wa 7 24 20 - 7 29 43 
Latin America .. - in Z 40 45 26 47 51 39 
United Kingdom a i oa 13 63 20 13 63 22 
Other Sterling Area... i me 14 23 8 28 51 63 
Continental E.P.U. .. 7 i 25 78 18 45 83 32 
Total, including I.M.F. and U.S.A. 32 121 49 42 129 75 
Total, excluding I.M.F. and U.S.A. 23 60 18 35 69 39 


of the Economic and Social Council of the United Nations, is chiefly remarkable 
for its presentation of official reserves of the principal countries of the world 
as a percentage of their total imports in the years 1928, 1938 and 1951. The 
most important of these data are shown in the accompanying table. The 
definitions chosen exaggerate the present strength of the sterling area’s 
reserves, since the gold reserve in London is related to Britain’s imports alone 
and the overseas sterling area’s sterling balances are treated like any other 
foreign exchange reserves. But despite this exaggeration the I.M.F. still 
recognizes that present reserves are inadequate, bearing in mind the fact that 
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international trade is more volatile now than it was before the war, owing to 
the increase in the share of that trade that is transacted by the United States. 
Taking four definitions of the adequacy of gold reserves, the I.M.F. finds that 
‘only a few ’’ countries would qualify for the most exacting, “‘ some ”’ for the 
second, ‘“‘ many ”’ for the third and “‘ most ”’ for the least exacting. This least 
exacting definition is “‘enough to enable the country in bad years by resort 
to intensified restrictions to maintain its external debt payments and to 
purchase the goods and services necessary to avoid hardship to its population ”’. 
This does not look like a description of the sort of trading world that the 
I.M.F. was set up to foster. It is becoming more and more obvious that the 
I.M.F. should come out officially for an increase of the price of gold (and thus 


the value of existing gold reserves) in terms of all member currencies. 


It has by now become a commonplace that the post-war sprees of Britain and 
the independent sterling countries have been made possible by, among other 
things, the sizable, if unpublicized, loans from the colonial 

Colonial territories. Year by year, the balance of payments statistics 
Sterling have shown a fairly steady decline in the balances of the inde- 
Balances pendent sterling countries—and a still steadier rise in those of 
the Colonies. In addition to earning a persistent dollar surplus, 

the Colonies have generally run a surplus with other countries as well, and 
they have left their overall balance in London for their wealthier colleagues to 
draw on. By the end of last year, these balances amounted to £1,065 millions 
—or 44 per cent. of total sterling area balances compared with 23 per cent. at 





DISTRIBUTION OF COLONIAL STERLING ASSETS 
({ millions) 
Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31, 











1948 1949 1950 1951 1952 
West Africa i ae bai ee 180 200 253 329 350 
East and Central Africa .. = es 105* 110* 172 217 259 
Malaya a i 105 105 164 252 283 
Other Colonial Territories it Rs 255 255 260 288 318 
Total ss ug es e - 645 670 849 1,086 1,210 
Of which 
Dominion and Colonial Securities .. go go 97 122 145 
Colonial Sterling Balances - - 555 580 752 964 1,065 
Stevling Dominions’ Stevling Balances (1,809) (7,771) (7,980) (7,825) (7,603) 


* Figure for East Africa only. 


the end of 1948. In 1952, colonial loans raised in London amounted to £22 
millions and new colonial balances deposited in London to {101 millions. 

The annual report of the Colonial Office, published last month, gives a 
broad picture of the pattern of distribution of these London balances among 
the different colonial territories. The picture is only approximate as the figures 
given for the individual territories relate to “* sterling assets ’’—which include 
Dominion and Colonial securities, for which only an aggregate figure 1s pub- 
lished. As the accompanying table shows, West Africa is still the largest 
holder, although the rate of increase in its sterling assets fell considerably last 
year—mainly owing to a check in the expansion of the massive funds held by 
the Gold Coast and Nigerian Marketing Boards. The rest of the colonial 
balances are spread fairly evenly between three groups—East and Central 
Africa, Malaya and “ other colonial territories ’’; each of these groups added 
to its balances by some {30 or {40 millions last year. : BE ANY 











Is America Risking Recession ? 


HE American fiscal year that starts to-day could be one of the most 

critical in economic history. It is always difficult to analyse economic 

policy in America, for the simple reason that the policy that the President 
and the Administration propose is usually very different from that which 
Congress allows them to carry out. And it 1s always a delicate task to analyse 
American business trends, because the economy is so volatile that they can 
change overnight. But there can be no blinking the fact that this American 
fiscal year is starting in a mood of great uneasiness on this side of the Atlantic. 
That uneasiness can best be summed up in two harsh criticisms of President 
Eisenhower's policy that are gaining increasing currency in London, and 
not only in irresponsible circles at that. These criticisms are that the Repub- 
lican Administration is entering the new fiscal year with its sights set upon 
a ‘‘sound budget’, but with only a very muddled and Hooverian concept 
of what that means; and with a clarion call for attack upon an “ inflation ’ 
that, to European eyes, no longer exists in the American economy. 

Quite obviously, then, business men all over the world will have to keep 
a very anxious eye on trends in America during the next few months. Asa 
contribution to this process of scrutiny, THE BANKER publishes on page 47 
of this issue the first of a regular monthly series entitled “‘American Review ”’ 
American Review will seek to summarize the trend of American economic 
indices, and to capture the nuance of current business opinion there. Its aim 
will be reportive rather than analytical, and there are some who will say— 
in view of the uncertainties of the moment—that that is as far as any journal 
should go at the present time. But this month, at the outset of the new fiscal 
vear and at a time when international political tempers look at least a little 
cooler than they did before Stalin’s death, it seems cowardly not to go further 
towards taking a view than that. The hope that some of the dangers implicit 
in the present situation may never materialize is no good reason for pee 
that they do not exist. 

The basic fact about the American economy to-day is that industrial pro- 
duction since February has been running in the range 240 to 242 per cent. of 
the 1935-39 average, as measured by the Federal Reserve Board's index; this 
compares with an average of 219 for the index in 1952. Assuming that there 
is no steel strike or similar hold-up of supplies this year, it therefore seems that 
total potential industrial production in America this year will be perhaps 10 
per cent. above that of last year. ‘This means that the total gross national 
product could be, at 1952 prices, between $20 and $30 billions larger than it 
was last year. 

Is demand going to rise by the $20 or $30 billions a year nn will be needed 
to keep this roaring and expanded production machine in full employment ? 
At the moment, it is doing so—and with a record amount of overtime being 
worked. But it seems to be doing so for three main reasons. First of all, 
fixed investment is going forward at full throttle. This was to be expected, 
though not for long. -Many of the defence-supporting investment schemes that 
received permission for accelerated. tax write-offs under the emergency legis- 
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lation of 1950 have not been quite completed; and some “ inessential ’’ invest- 
ment schemes in the commercial, recreational or local government sectors, 
which were held up by physical controls until the beginning of this year, are 
now being piled in on top of them. But most of the “accelerated amortization ”’ 
schemes are officially expected to be finished by the end of 1953, and the 
investment schemes that were still waiting in the queue after being thwarted 
by the physical controls of 1950-52 have been unofficially estimated at around 
$12 or $13 billions. By American standards, and in American terminology, 
this $13 billions is peanuts; for its full effects will not necessarily be felt in 
any one year. The Department of Commerce has recently forecast that 
business investment by the end of 1953 will be slightly below its current level; 
and many people believe that by early 1954 it will be considerably lower still. 

The second factor that is adding to demand in America at the moment is 
that business inventories, which had been dropping from their dangerously 
high end-1952 level in the first three months of 1953, now seem to have started 
to rise again. If this rise in stocks was taking place as a result of higher antici- 
patory purchases of raw materials, it could be accepted with equanimity. 
After the violent see-sawing of the last three years, there is a good case for 
arguing that many raw material prices are now below their equilibrium level 
for conditions of full employment—if equilibrium is defined as the level that 
gives an incentive for a sufficient long-term production of materials to satisfy 
demands without detraction from stocks. But, in fact, the increase in American 
inventories since March has taken place mainly in retailers’ inventories or 
stocks of finished goods. And that is a rather ominous sign. 

The third, and perhaps the most important, explanation of the high level 
of demand in America at the moment is the spate of purchases of durable 
goods, mostly on the consumer credit or instalment system. Now, it so 
happens that this had been forecast by most economic soothsayers. With a 
symmetry that is even enough to be odd, Americans tend to replace their 
automobiles and certain household durables every three years or so; it was 
therefore expected that the replacement cycle would be at a peak in 1953 (as 
a backwash of the 1950 boom), but go lower in 1954 (as a backwash of the 
quieter conditions of 1951). The first part of this prophecy now seems to be 
in process of fulfilment. There is at least some reason to fear that the second 
part may be fulfilled in its turn. Certainly current sales of cars, as the Federal 
Reserve Bank of Chicago and the very able leader of the Automobile Workers’ 
Union have both pointed out in the past few weeks, seem to be at a far higher 
level than the present social structure of the American economy can support, 
year in and year out. Moreover, it must be remembered that the recent surge 
in consumer credit (which has allowed consumers to pre-empt more resources 
than their current incomes alone would warrant) means that a larger part of 
consumers’ incomes in 1954 and after must be devoted, not to pre-emption 
of resources, but to paying instalments on past loans. The consumer credit 
system encourages spending now, but it will generate savings—and perhaps 
excess savings—later. 

All three of the main features of the present high level of American demand 
therefore seem to be in forms of expenditure that, by their nature, are “‘ lumpy ”’ 
and that might reasonably be expected to turn down in early 1954, if not before. 
Most of the optimistic projections of “ post-rearmament ’’ demand that were 
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rade by President Truman’s Council of Economic Advisers and other experts 
of the former Administration laid great emphasis on the hope that consumers’ 
expenditure on non-durable goods and services would expand sufficiently to 
take up any slack when defence expenditure came down from its peak. In 
fact, however, throughout the last twenty years of rising incomes, Americans 
have increased -their purchases of non-durables and services in a remarkably 
constant range of around $3 to $8 billions a year (in terms of 1952 prices). 
When their disposable incomes rise by more than that amount, and when the 
replacement cycle for durables is not at a peak, they seem to have a high 
marginal preference for saving. This is a pattern of behaviour that those who 
specialize in market research (as every second person in America seems to 
do) declare is not unusual. This year, on present indications and if full employ- 
ment incomes are maintained, it seems likely that the increase in purchases 
of non-durables and services will be in the customary range again. 


Too SMALL A BupbGeT DEFICIT ? 

It is worth looking closely at what this analysis implies. It does not imply 
that the $20 or $30 billions increase in demand that apparently is needed 
to keep America in full employment in the fiscal year 1953-54 will necessarily 
fail to come about; but it does seem to mean that the danger that demand will 
fall short of potential supply is greater than in any year since the war. In 
these circumstances it is difficult to avoid the conclusion that a really sound 
budget in America this year would aim at cutting taxes by at least as much 
as—and possibly by considerably more than—it cuts expenditure; it is in the 
direction of stimulation, not of contraction, that the search for a safety margin 
should be made. Certainly the case for a stimulus budget in America this year 
seems to be greater than the case for a stimulus budget in Britain; and most 
economists supported Mr. Butler's recent budget here. 

Yet the budget proposals that President Eisenhower has in fact submitted 
to Congress (fortunately, it seems to be an unwilling Congress) call for a reduc- 
tion in expenditure by some $44 billions and the postponement of most of the 
tax reliefs that would otherwise have become operative under the existing 
law (although the scheduled cut in personal income tax rates next January 
may add some $14 billions to consumers’ spending between January and 
June). Since the latest estimates suggest some drop in receipts from existing 
taxes—as a result of the virtually total check to inflation in the past year— 
these changes would still leave an estimated deficit of some $54 or $63 billions 
(according to differing definitions) in the administrative budget; and in the 
first six months of the fiscal year (during which more than the whole of the 
deficit would be incurred) the Treasury would still have to borrow just under 
$9 billions from the market, which seems to some Americans to be a very 
inflationary thing to do. But, of course, the real test of any budget is not the 
mere size of the deficit, but whether the tax and expenditure changes proposed 
would add to or detract from total real spending in the economy. According to 
the best calculations one can make, the net effect of the proposals now before 
Congress would seem to be to cut total spending by about $2 or $3 billions in 
the coming year. That may be the right policy, but it certainly needs justifying 
at this time. And, currently, the proposals are being justified by spokesmen 
of the Administration on four very different grounds. 
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Their first argument, which is most general and unfortunately least justified, 
is that ‘‘ sound finance ” requires the administrative budget to be brought as 
near balance as possible. In essence, of course, this amounts to:a complete 
denial of the Keynesian thesis that the level of taxation should be such as will 
withdraw as much—and no more—purchasing power from the public. as will 
lead to conditions of full employment without inflation. The notion that 
budgets should be drawn up on this principle, instead of on the old principle 
of ‘‘ balance ’’, is still resented by some people in America as a new-fangled 
and dangerous principle—much as the Darwinian thesis was once resented by 
the theologians. Indeed, the strictly ‘“ orthodox "’ economic view in America 
at the moment is that the Administration should strive to attain annual 
balance not merely in the so-called “ cash '’ budget but in the “* administrative © 
budget, which contains a bizarre definition of what are not taxes (so that social 
insurance receipts are excluded from Government revenue) and of what is 
expenditure (so that expenditure totals can sometimes be inflated by the 
haphazard choice of price labels attached to second-hand defence material 
shipped as defence aid abroad). There is something inherently mystical in 
the fact that those who govern the greatest nation on earth consider that 
the supreme aim of financial policy should be to twist their economy—and thus 
the economy of the whole free world—into contortionist attitudes in order to 
get nearer to balance in this strange set of accounts in each period during which 
the earth moves round the sun. But there is something very worrying in it 
as well. 

A second—and more reasonable—argument that has been put forward in 
favour of President Eisenhower's budget proposals is that those proposals had 
to be cast in a stern form for initial presentation, because Congress is certain 
to cut taxation as the budget passes through both houses. By the time that 
this issue of THE BANKER 1s in readers’ hands, the situation in this respect 
may be clearer than it is now; but, at the moment, those Congressmen who 
are most eager to cut taxes seem also to be those who are most eager to cut 
expenditure (especially on such things as foreign aid). In any case, the world 
economy has come to a strange pass when many of its hopes for an avoidance 
of recession may have to be rested on Congressman Reed. 








WHICH ERROR IS PREFERABLE ? , 

The third argument that has been put forward in favour of President 
Eisenhower's proposed fiscal policy is that, if the worst comes to the worst, 
it will be easier to correct a fault based on too much deflation than on too much 
inflation. This is a sound precept for countries with soft currencies, for in 
these countries an excess of disinflation will often show itself first in a surplus 
of supplies available for export. But there is reason to doubt its soundness 
in the United States. An excessive dose of disinflation there will not set free 
resources to serve export markets, for the simple reason that nobody in those 
export markets has enough dollars to pre-empt any resources that America 
sets free. If America is to err, it seems to be better for both it and the free 
world that it should do so on the side of expansion rather than of contraction. 
. The fourth argument that has been put forward in favour of President 
Eisenhower's budget proposals, however, amounts to a flat denial of this 
precept. This is certainly the most sophisticated, but probably also: the most 
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IS AMERIGA RISKING RECESSION ? 1] 





frightening, argument of all. The argument is that it would be healthy for 
America to aim at some “‘ readjustment ” in production this year. This view 
can perhaps best be understood by translating the President's budget proposals 
into terms that will be familiar to British readers. When his figures are 
adjusted in the light of relative national incomes, they can be regarded as 
broadly equivalent to a British budget with a net deflationary content of just 
over {100 millions, in contrast with the net inflationary content of just over 
{150 millions that in fact comprised Mr. Butler’s budget last April. That 
would not have been regarded as a recipe for drastic deflation, but it would 
have been regarded—and probably rightly—as a recipe for a somewhat sharper 
disinflation (and fall in production) than Britain actually experienced last 
year. In other words, if the President’s proposals are enacted by Congress 
(which they probably will not be) and if the underlying trends to which it 
now seems reasonable to relate them continue (which probably will not 
happen), then this budget could be taken to be a recipe for a downturn of some 
3 or 4 per cent. in American production in the fiscal year now starting. 

There are not many people in America who see the proposals in this light, 
and support them because they believe that a “‘ readjustment ” of this sort 
would be healthy; but there definitely are some who do. This is a frightening 
prospect for the sterling area. The last time America’s gross national product 
fell by 4 per cent., in 1938, America’s imports from Britain fell by 40 per cent., 
and its imports from the overseas sterling area by 50 per cent.; even in 1949, 
when America’s gross national product merely stopped rising, its imports from 
Britain fell by 20 per cent. and from the overseas sterling area by 13 per cent. 
Quite obviously, therefore, any Englishman who might think that there are 
some advantages, in terms of the re-alignment of resources, in occasionally 
tipping economic activity off the boiling point, would be unwise to choose 
this moment to say so. And in any case, since consumer prices in America 
have been remarkably stable for over a year, and since the country is still 
running a huge surplus in its balance of payments, the argument that there is 
any inflation in America that needs to be turned down from boiling point just 
does not seem to have any basis in fact. A downward “ readjustment ”’ in 
America now would seem to be merely an unnecessary interference with an 
equilibrium level of full employment, and an interference that could have 
quite disastrous effects on the economic cohesion of the free world. 





ROLE OF THE ‘*‘ FED” 


It has seemed necessary to analyse these outlooks and dangers in some 
detail, not out of any impatience or ill will towards the new American Adminis- 
tration, but because there seems real reason to fear that the new and inexperi- 
enced Republican leaders (with some new and inexperienced civil servants to 
advise them) are basing their economic policy on familiar shibboleths rather 
than on sound and Keynesian principles. This same charge of unconscious and 
old-fashioned muddle cannot, however, be levelled against the Federal Reserve 
system, which contains as enviable a galaxy of economic expertise as any 
central financial authority in the world to-day. Yet the “ Fed’’, too, has 
recently been following a restrictive monetary policy. Does this .indicate 
that it, too, believes that inflation rather than deflation is the real danger 
ahead, or does it suggest that the ‘“‘ Fed ’’ may be being pushed in the direction 
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of “‘ orthodoxy ’’ by a business-men’s administration that does not really 
understand what orthodoxy is ? 

Probably, neither hypothesis exactly fits the case. What does seem to have 
happened is that the “ Fed ’’, after so many years of being held down to a 
cheap money policy by the Treasury’s leash, has at last been given its head to 
follow whatever monetary policy it considers suitable for the economic condi- 
tions of the moment. So far in 1953, or at any rate in the first five months 
of the year, it has rightly considered that it is its job to keep some restraints 
upon the booming level of present demand; that is why it kept rigidly aloof 
from open-market purchases up to May, and allowed the Treasury bill rate to 
rise to a peak of 2.42 per cent. in early June and allowed bond prices to fall. 


On the other hand, if—as may quite reasonably be feared—deflation rather 
than inflation becomes the main danger by the end of this year or the beginning 
of next, the “ Fed’ will be ready and willing to change its front and to try 
to start stimulating demand instead. In fact, with the recent slight diminution 
of the volume of demand, it has already changed its front in some degree. In 
the five weeks to June 10 it came back into the market again and bought 
$375 millions of Government securities, eventually producing a sharp fall in 
Treasury bill rates. It may possibly be true that the “ Fed ’’, through the 
habits ingrained in the last ten years, is still apt to be a little more urgently 
on the look-out for inflationary rather than deflationary symptoms; the same 
habit has become ingrained among some economists (though not necessarily 
Government economists) in Britain. It may also be true that the “ Fed ” over- 
estimates the extent to which a resort to cheap money would stimulate 
spending in a time of recession. But there is no reason to fear any serious 
‘ stickiness "’ on its part if private spending really does turn sour.* 

To sum up, then, America is entering the new fiscal year with a productive 
capacity significantly greater than it had in 1952, with the presumption that 
there will be no steel strike this year to hold up supplies, with the main sources 
of present booming demand of a rather lumpy and apparently reversible 
nature, and with the cold war looking cooler than it did; it is difficult to 
translate all this into a prognosis that this fiscal year is likely to witness an 
increase in inflationary pressure. It may, of course, do so, but most people 
would surely judge that the danger is mainly the other way round. Yet the 
American Treasury is calling for a budgetary policy that would seem to make 
sense only if there was a danger of increased inflationary pressure, and the 
Federal Reserve is starting the year with money rates considerably higher than 
in mid-1952. The mitigating factors are that Congress (although acting for all 
the wrong reasons) may not allow the Treasury to carry out the budgetary 
policy for which President Eisenhower has asked, and that the “ Fed ’’-—which 
has a much better grasp of economic essentials than the Treasury—will be 
very ready to change front if the occasion demands. Whatever the outcome 
of this rather worrying situation, it is obvious that analysts here will do well 
in the next few months to watch the trend in America’s internal economic 
policy—and in its internal economic indices—like anxious hawks. 








* This view is reinforced by the news, as we go to press, of a reduction in reserve require- 
ments for demand deposits—to prevent impending Treasury borrowings from causing undue 
stringency. 
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The City and Export Finance 


NE of the surest signs of the return towards ‘‘normality’’ in trading 
( )eonsitions after the long phase of the sellers’ market, has been the 

revival of discussion of problems, difficulties and grievances of a kind 
that had been virtually forgotten since pre-war days. This symptom is now 
particularly visible in the world’s export markets. Although the world’s 
post-war hunger for goods lost its keenest edge some considerable time ago, it 
is only in the past year or so that conditions in most manufactured export 
goods have returned quite clearly to those of a buyers’ market. The realization 
that these conditions are likely to persist in varying degree, and are more 
‘“normal’’ than the feverish conditions of the long phase of world inflation, 
has been still more recent. Many people, indeed, have not realized it vet, and 
are finding the required adjustment in their techniques of thinking—not to 
mention their techniques of doing business—particularly hard to make. 

Those who have been least successful in making it are likely to be the very 
people who are most perturbed at the difficulties that the buyers’ market 
brings in its train. They are apt to assume that their difficulties, so far from 
being largely (or even wholly) due to their own failure to make the necessary 
adjustments, are evidence of some fundamental problem that did not exist 
before the war and that therefore calls for some special solution—generally of 
a ‘‘ paternal ”’ kind, such as a subsidy or differential tax relief, or a new financial 
institution. The trading conditions for which it now must cater will indeed 
require of the City some new and hard thinking about the principles and 
mechanics of the facilities it affords; but before any new apparatus is con- 
templated it would be well to be sure that the “ problem” to be solved is 
not merely the product of the excessive rigidities of mind—or even of the 
industrial inefficiencies—of those who complain of it. 

In the sphere of export finance, this new thinking has been proceeding for 
some time; but, so far, most of it that has figured in public discussion is of the 
kind that treats the buyers’ market as a novel condition quite unknown before 
the war, and as one that therefore necessarily requires a novel solution. That, 
however, is fortunately not the only kind of thinking that has been going on; 
and, in the end, it may be found that the most valuable contribution to the 
financial side of the problem of promoting Britain’s exports will come, not 
from those who clamour for a new institution, but from those who consider 
soberly what changes may be desirable—perhaps only marginal ones—in 
existing techniques and in the present emphasis of policy. 

The more vocal attitude to the problem of finance for exports is, however, 
easy to understand. In Britain’s export markets, the ending of the phase of 
inflationary hunger has not only swung the bargaining power from seller to 
buyer, but has been accompanied in most markets by a decline in the demand 
for consumer goods relative to those for capital goods. Conditions have arisen 
in which the buyer dares to ask—and to hold out—for credit from the seller, 
and the emphasis is swinging to precisely those kinds of goods that in normal 
times are commonly, even customarily, sold on relatively long credit terms, 
certainly going beyond the normal span of short-term banking facilities. 

The eagerness of buyers to use their newly-regained bargaining powers 
has been whetted, moreover, by the fact that credit discipline has returned in 
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many countries, and has encouraged many firms to seek and secure any 
reasonably priced credit they can find outside their own country. Admittedly, 
this return to credit discipline cuts both ways; while stimulating the appetites 
of the credit-taker, it also restrains the credit-giver. But, in a buyers’ market, 
the stimulation is likely to be more effective than the restraint. The seller, 
faced with the assurance from the buyer that other suppliers are offering 
extended credit terms, will leave no stone unturned in his efforts to discover 
some way of matching his competitors’ generosity and retaining his customers. 


THE PROBLEM IN PERSPECTIVE 

[t would, however, be well not to take literally, or at full face value, all the 
reports that have recently been current about the substantial loss of business 
caused to British firms because foreign competitors could grant more generous 
credit facilities. The most vaunted of these facilities may have had no more 
substantial existence than in the “ sales talk "or, rather, the “ buyers’ talk ” 
—of the importer. An exporter who loses an overseas order will find it all too 
easy to blame any element of “‘ unfair competition "’ involved; and the alleged 
ability of the successful foreign competitor to grant extended credit may not 
always coincide with the credit terms actually granted. Somme grossly exag- 
gerated reports are current of what German firms are able to do in this respect. 
It is true that in recapturing their former export markets German firms have 
indulged in some rash extensions of credit. They did so in Brazil, under the 
State guarantee operated in Western Germany by the Hermes Kreditver- 
sicherungs A.G. of Hamburg. The upshot of this particular venture was an 
extremely bloody nose for the lenders—and, relatively to Germany’s meagre 
capital resources, an even bloodier one than that collected in the same quarter 
by the British Government’s Export Credits Guarantee Department. That 
salutary lesson, however, may not have been sufficiently taken to heart in 
Germany, to judge from the more recent reports of the long credit terms that 
certain German firms have been proferring to Egypt—at the moment another 
quick-sand for credit facilities. But much of the gossip that is current about 
competitive long-term credit terms is sweepingly generalized. Only rarely 
can those who indulge in it adduce specific instances in which British firms 
have lost business to foreign competitors solely because they were unable to 
match those competitors’ credit terms. Far more obvious and more funda- 
mental reasons for lost contracts—that prices are too high or delivery dates 
too long—are often discreetly veiled behind the more convenient excuse. 

But, when full allowance has been made for such exaggerations, it is 
undeniable that the problem of export credits does merit attention; it is likely 
to receive it increasingly in high City quarters in the weeks and months to 
come. A passing reference to it was made, indeed, by the Chancellor of the 
Exchequer during the Budget speech; and, as THE BANKER noted last month, 
this was later elaborated by the President of the Board of Trade. Mr. Thorney- 
croft then pointed out that the Government had reviewed exchange control 
policy in the context of restrictions previously imposed for balance of payments 
reasons on foreign credit facilities. As a result of this review he assured expor- 
ters that they would be allowed greater latitude in their offer and granting of 
credit terms to their overseas customers. This Governmental move was not, 
of course, an offer of credit facilities by the authorities, or even an extension 
of E.C.G.D. insurance facilities. It was merely an intimation of a change in 
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the attitude of the exchange control, involving a further relaxation of the 
restrictions imposed about a year previously with a view to limiting the extent 
to which the credit facilities of the City could be and were used by foreign 
merchants in order to conduct bear operations against sterling. In the circum- 
stances of 1953 there was no longer need for such dissuasion; on the contrary, 
there was an urgent case for unshackling export trade from the handicaps of 
credit restrictions necessitated by the need to defend sterling from veiled 
speculative attacks and to keep close control of British external lending so 
long as the balance of payments was in a critical plight. But, at the time 
these official assurances about the relaxation of exchange control restraints 
were given, certain interested quarters took them at rather more than their 
face value. Suggestions were made that they should be followed up by the 
devising of new machinery that would enable exporters to discount export bills 
duly underpinned by E.C.G.D. guarantees at favourable rates. Any such idea 
went far beyond anything that the Government spokesmen had intended, 
and neither in the creation of new mechanisms nor in any extension of E.C.G.D. 
facilities have the hopes entertained in these quarters been realized. 


AMPLE SHORT-TERM CREDIT—AND ITS ABUSE 


The problem of extending longer credits for exports than the normal 
currency of banking facilities, and in amounts exceeding the limited volume 
of any such credits in the days of the sellers’ market, has none the less arisen. 
[t must be asked how, in fact, it is being met, if it is being met at all, and how 
it should be met. In trade in commodities and in consumer goods little difficulty 
is being encountered. In these spheres, short-term “ cash ”’ credits and accep- 
tance credits provide the traditional and adequate mechanism, and the British 
banks have responded willingly to the increase in demands for genuinely 
self-liquidating credits of this kind. The acceptance houses now find their 
facilities well utilized though they are by no means so fully stretched as they 
were some time ago when high commodity prices, artificially cheap money in 
London and an underlying current of distrust in sterling all combined to 
provoke the fullest possible use—one might say, abuse—of London credit 
facilities by overseas borrowers. At present there is rather more slack in this 
part of the credit machine. The acceptance houses are not extended to the 
ceiling of their credit lines; indeed, the volume of bank and trade bills on 
offer is now much below its level of the spring and early summer of last year, 
though there has been a modest revival in the past six months. 

[t is, therefore, only where there is need for longer credit terms than those 
for which banking finance is normally made available that any problem arises. 
[t has been encountered notably by firms in the engineering industry, by manu- 
facturers of heavy electrical equipment, and by those engaged in the construc- 
tion of irrigation and power projects who, in the normal course of business 
—and an increasingly competitive business—have been called upon to grant 
credit terms ranging from three to five years. A glance at the balance sheets 
of some of the largest companies in this field will show them to be fairly heavily 
indebted to their banks, borrowing on loan account to a degree that before 
the war might have been regarded as evidence of substantial overtrading. The 
capital resources of these concerns—and, indeed, of the general run of enter- 
prises—have not kept pace with the increase in the monetary turnover of the 
businesses. Their consequent increased dependence on bank advances probably 
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arises as much from their overseas as from their domestic business. It suggests 
that bank advances are, in effect, taking a substantial and undesirable part 
of the load of these demands for long-term export credits. Loans and advances 
extended ostensibly for working capital purposes and to provide short-term 
self-liquidating finance for sales are being used to maintain the general cash 
position, which is being drained by the extension of abnormally long-term 
export credits. If bank advances are indeed to be used to any considerable 
extent for such long-term commercial financing, the banks would obviously 
prefer to lend deliberately for the purpose, after duly weighing the quality 
of the business, rather than to do so indirectly. 

A similar abuse of short-term credit is occasionally to be found in the 
financing of longer term transactions by the issue of ninety day bills which 
are automatically renewed as they mature. But these renewal bills are seldom 
seen in the market; they are held firm in the portfolios of the lending banks. 
These bill facilities are likewise sometimes granted ostensibly to provide 
normal working capital for the borrowing firms, but are then used not merely 
to finance the work in progress, but in effect for long-term lending—immo- 
bilized for considerable periods in medium or long-term credits extended to 
buyers overseas. 


THE BEST SOLUTION 


The best method for the financing through London of British exports of 
capital goods involving extended credit terms would undoubtedly be for the 
buyer, not the seller, to raise the necessary funds by an issue of stock or notes 
in the London market. If such credit has to be extended in order to secure or 
maintain worthwhile export business, it is desirable that it should be given to 
the buyer, since the proper test of the worth of the business to Britain (as well 
as to the British exporter) is the buyer’s credit-worthiness, as well as the 
‘transfer worthiness’ of his country. The buyer’s qualifications in these 
respects should thus be required to pass the scrutiny of the lenders, who have 
no interest in the operation but the security of their loan. If long-term credit 
is to be granted to the buyer, it is obviously wrong in principle to grant it to 
the seller and leave it to him to pass it on. The exporter’s qualifications as a 
seller are, indeed, to some extent incompatible with his qualifications as an 
assessor of long-term credit risks. A keen salesman is not necessarily the most 
cautious and wise lender. 

The job of lending for more than the shortest periods should be left to the 
specialist. It is true that in some instances this desirable specialization of 
function can still be appropriately combined with the granting of credit to 
the seller. It can be achieved by requiring him to insure his credit risks with 
the Export Credits Guarantee Department or with the Trade Indemnity 
Company or any other firm that handles credit insurance. That will interpose 
an independent and expert check on the credit rating of the buyers and, in 
the case of the E.C.G.D., also on the political stability and balance of payments 
prospects of the buyer’s country. But it can also be done by causing the 
buyer who needs longer term credit facilities to raise them not from his supplier 
(who is prejudiced anyhow) but from the more critical and dispassionate 
specialists who inhabit the City of London and whose job it is to assess the 
credit standing of borrowers. If and where sufficiently attractive facilities 
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can be offered to the buyer to induce him to borrow direct (though, of course, 
with any help or introductions the seller can give), this is obviously the tidiest 
and soundest plan. 

Business has, in fact, been done on these lines. Promissory notes for three 
or four years have been issued in London to finance capital goods exports on 
corresponding credit terms. These notes have been taken up by institutional 
investors—notably, by insurance companies. The question may arise of 
attaching E.C.G.D. guarantees to such borrowing. At the moment the exten- 
sion of such guarantees would be outside the competence of the Department. 
Its guarantees are granted to the sellers in this country and not to the buyers 
overseas. It should be recalled, however, that in the past the Department 
has extended global guarantees of long-term credits extended to foreign 
countries. In 1936, for example, an agreement was entered into between the 
Department and the Soviet Trade Representative in Britain under which the 
Department gave guarantees in connection with orders that the Soviet Govern- 
ment organizations placed in this country up to a total of {10 millions. The 
arrangements under which the guarantees were given were negotiated with the 
purchaser, i.e. the Soviet Government, though the guarantees were in effect 
extended to the sellers whose bills drawn under the arrangements were then 
discounted in the London market. This type of arrangement might usefully 
be resurrected to meet the present demand for medium-term credit guarantees 
in connection with large-scale hydro-electric and similar projects overseas. 

It should be noted that whether the export credits are granted to the sellers 
or to the importers is not directly material to the balance of payments—though 
if the credit is extended to the exporter (especially if in reinforcement of his 
general financial position) the operation may be more likely to escape the 
notice of the competent authorities and balance of payments recorders— 
particularly if the export of capital takes place to another part of the sterling 
area. On a wider view, however, it is vital for the balance of payments that 
British exports, if they have to be sold on relatively long credit, shall not 
prove in the end to be abortive exports—in the sense that they are never fully 
paid for. The best means of ensuring against such wastage, and of confining 
long credits to those transactions where the case for them is good, is to ensure 
that they pass on their merits through the experienced scrutiny of the financial 
mechanism. This is the aspect of the problem, rather than-the one-sided pleas 
for “new ”’ facilities or principles, that most demands expert study. 

Nor should it be forgotten that the problem of export credits is one that 
not only impinges upon, but is also very much a part of, domestic credit 
policy. It is all too often assumed by those who plead for an easier export 
credit policy, or for the creation of new institutions to cater for such facilities, 
that these are questions that can be excluded from the considerations governing 
domestic credit policy. If proof has to be given of a proposition that should 
be self-evident, it can be found in the way in which bank credit ostensibly 
advanced for normal working capital requirements is in some cases being 
immobilized by fairly extended credits by British exporters to their overseas 
buyers. The impact of such extension of credit on the capital market would 
be more openly revealed, and financial orthodoxy would be better served, 
if these needs for medium-term export credits were satisfied by direct borrowing 
on the part of the buyer in the London capital market. 
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The Property- Holding Habits of 


Individuals 


[— Propensity to Hold Risk Securities 


By |. R. Cuthbertson 


recent years, and is likely to do so increasingly in future, is that of the 

supply of risk capital. Whilst the primary cause for this concern is the 
virtual absence of new personal risk savings, it is generally recognized that 
the problem threatens to become more acute as wealth is redistributed by the 
operation of the death duties and the great private fortunes are broken up. 

In most public discussions, however, this second influence has been con- 
ceived only in general terms, without any attempt—or only rough attempts— 
to assess it quantitatively. The investigation described in these articles was 
designed to assemble the more important of the available statistical data 
bearing upon this question; it was prompted by the desire for more exact 
knowledge of the influence of the size of a man’s capital on his propensity to 
invest at risk. The information obtained proved so interesting that the 
enquiry was subsequently extended to cover other forms of wealth. Some 
of the results that will be summarized here conform closely with what might 
actually have been expected from a general knowledge of the behaviour of 
the individual, but others are surprising. The main purpose of these articles 
is to present the results and explain how they were obtained, rather than to 
discuss all their implications. The comments here will therefore be far from 
exhaustive, but the writer hopes that publication may stimulate others to 
carry the analysis further. 

The principal sources were the Annual Reports of the Board of Inland 
Revenue, which provide a great deal of information on the forms in which 
individuals hold wealth. Estates at death are there classified by range of net 
fortune, and within each range the gross total of the estates 1s broken down 
into certain major categories of property. The principal categories covered 
in this enquiry are government and municipal securities; the stocks, shares 
and debentures of limited companies; money lent on mortgages and other 
security (including shares and deposits in building societies); insurance 
policies; cash; house property (including certain business premises); and 
agricultural land not owned by limited companies. 

Some of the categories shown by the Board of Inland Revenue contain a 
somewhat ill-assorted collection of property. It is particularly unfortunate 
that no breakdown is given of the category “ stocks, shares and debentures of 
joint-stock companies’. The distinction between debentures on the one 
hand and preference and ordinary shares on the other is of considerable 
analytical importance, and the result of any investigation into the propensity 
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to hold risk securities must remain slightly blurred so long as the Board's 
figures fail to show debentures as a separate category. 

It is clear from quite a casual inspection of the Board’s report for the 
financial year 1950-51 that there is a steady increase in the proportion of 
stocks, shares and debentures to total asset holdings as the size of the estate 
(as measured by net capital value) increases. The present investigation began 
with the search for a graphical method by which the propensity to hold invest- 
ments in limited companies could be displayed as a smooth rising curve demon- 
strating convincingly what was already known well enough subjectively— 
namely, the fact that the greater a man’s wealth the better able he is to take 
the risk of losses due to market fluctuations. The problem was solved by 
using a logarithmic scale for the expression of estate values, and plotting the 
average gross capital value of the estates within each chosen range (e.g. 
£2,000-{£5,000) against the percentage of stocks, shares and debentures in the 
total assets held by the estates in that range. When this process was carried 
out for eight successive ranges between £2,000 and {1 million, the points 
plotted were found to lie on a remarkably smooth curve, the shape of which 
throughout the greater part of its length might, in fact, have been roughly 
deduced from general reasoning. It was also found that results of equal 
elegance were obtained when similar charts were drawn for other categories 
of property, with certain exceptions clearly due to the smallness of the sample 
represented by the few very large fortunes becoming liable to duty each year. 


THE COMPOSITION OF ESTATES 

Chart I displays by principal categories of property the manner in which 
estates at death were invested on the average in the three post-war years 
1948-51. It covers estates with a net capital value varying between £2,000 
and {1 million ; estates exceeding that value have been excluded because of 
the smallness of the available sample.* 

Most of the items in Chart I are self-explanatory. It should be noted, 
however, that the category ‘‘ British Government and Municipal and Foreign 
Government Securities ‘’ is a component part of the “ Total Fixed Interest ”’ 
category. Its other components are: (i) money lent on mortgages, bonds, 
bills, etc., (1) shares and deposits in building societies and (ili) other debts 
due to the deceased. Ground rents have been excluded, since throughout the 
period covered by the investigation they amounted in most cases to less than 
I per cent. of the total capital value concerned. It is perhaps worth men- 
tioning that the category “ British Government and Municipal and Foreign 
Government securities’ consists almost entirely of British Government 
securities; Municipal and Foreign issues represent only a little more than 
10 per cent. of the whole. For ease of representation, cash and insurance 
policies are shown as a single total. A similar procedure has been adopted for 
agricultural land and for the omnibus category ‘‘ House Property, Business 
Premises, etc.’’; the combined total is charted under the general heading 





* The curves themselves will be seen to extend only to estates within the gross capital range 
£3,757 to £772,000. The reason for this is that the lowest figure that can be plotted from the 
information contained in the Reports relates to the net capital range £2,000-£5,000, in which 
the average gross capital value per estate was £3,757, while the upper range £500,000-{£1,000,000 
gives rise to a plot at the average gross capital value of £772,000, 
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‘Real Estate’. In the second article of this series, in a subsequent issue of 
THE BANKER, the components of these totals will be considered separately. 

_ For reasons to be discussed then, care must be taken to avoid thinking of 
the property distributions shown by Chart I at any given level of gross estate 
as representing the typical way in which such an estate is invested. While in 
some instances the average may be typical of normal behaviour at a given 
level of wealth, by the living as well as by those whose end is near, it is in 
other cases clear that the average is merely the mean between two or more 
well-defined modes. Thus, although on the average slightly less than 1} per 
cent. of an estate of £4,000 gross was invested in 1948-51 in agricultural land, 



























































































































































CHART I 
The Asset Composition of Estates in 1948-51* 
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it would be absurd to suggest that most people with gross property of £4,000 
will possess agricultural laid worth £60; this figure is obviously no more than 
an average between a few deceased estates belonging to smallholders and small 
farmers, and many estates in which there is no agricultural land at all. 

For certain purposes it may be a serious limitation that the average pro- 
perty holding in an estate of given size does not necessarily represent a typical 
case. For other purposes, however, the average result of even highly diversified 
individual behaviour may be of great significance, particularly 1f such averages 
show considerable stability from one year to another. Such stability is in 
fact clearly evident over the three years 1948-51 covered by Chart I, and also 
the successive years in the two pre-war periods chosen for examination. 

A series of charts similar to Chart I can readily be drawn for any year or 
combination of years in the inter-war period, and most of the necessary basic 
data are also available for a number of years prior to 1914. Unless allowance 
is made for the changes that have taken place in the value of money, however, 
the results obtained cannot readily be compared with one another. A man who 
before the war was worth £2,500, for example, would normally be expected to 
own his own house without encumbrances; a man worth {2,500 to-day, how- 
ever, could do so only with the assistance of a substantial mortgage. It is 
evident that comparisons between property-holding habits in pre-war and 
post-war years must be unsatisfactory unless expressed in terms of constant 
prices. The method adopted in this investigation has been to convert all 
pre-war figures into pounds sterling of approximately 1948-51 purchasing 
power by adjusting the average gross capital value of the estates within each 
range of net capital values; these adjusted values have then been plotted on 
the same scale as that used for the 1948-51 figures. The two periods chosen 
for comparison with the 1948-51 average were the four-year periods 190G-13 
and 1935-39, and the current money values in those periods were multiplied 
by 34 and 2 respectively to express them in 1948-51 pounds. This does not 
profess to be more than a rough-and-ready approximation, for the whole 
concept of changes in the purchasing power of money 1s surrounded by much 
uncertainty. But, because of the use of a logarithmic scale, the impression 
given by the charts is not appreciably altered by even quite substantial 
variations in the conversion factors used. 


UNCHANGING HABITS OVER FORTY YEARS 

The first result of the purchasing power adjustments was interesting enough 
in itself, inasmuch as the charts for 1909-13 and 1935-39 corresponding to 
Chart I showed a remarkable similarity in the general pattern of asset-holding 
throughout the various ranges of real wealth. With only one exception—the 
percentages of gilt-edged securities held in 1909-13—the impression given by 
casual inspection is so uniform as to make reproduction of these two charts 
in addition to Chart I of little value. For purposes of close comparative 
analysis, it is in any case necessary to isolate each type of asset and to chart 
the relative curves for each of the chosen periods on the same sheet. The 
most remarkable and important of the resulting diagrams is shown in Chart II, 
which relates to holdings of the stocks, shares and debentures of joint-stock 
companies (both public and private). As already explained, this category 
unfortunately does not exactly represent risk securities, but it is the nearest 
approximation that is available. The fact that at all ranges of real wealth 
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from 42,000 to £500,000 at 1948-51 prices the average percentage of an estate 
invested in this class of security is to all intents and purposes the same now 
as it was before the war is remarkable indeed. It is even more remarkable 
that, despite the immediate impression to the contrary given by the chart, 
there seems every reason to believe that almost precisely the same habits held 
vood before the first world war. For reasons that will be discussed in the next 
article, certain holdings of stocks, shares and debentures included in the 
[935-39 and 1948-51 figures are necessarily excluded from those relating to the 
vears before the first world war, and if these could be separately analysed and 


CHART II 
Proportion of Estates Held in the Form of Securities of Joint-Stock Companies, 
1909-13, 1935-39 and 1948-51* 


*/. of Gross Capital Value 
50, a: see Seaman 
























































































































































* T TTI 11 STN | 
i i i | | | 
q STOCKS, SHARES AND DEBENTURES | | ae Pt 
OF JOINT-STOCK COMPANIES | | | || || 47 > ~ 
a — — LL? | 
q | | : wopeees | 
Py ddr) fF 4 ot | 
40t- | | | "had ; 
§ | ; £ F an 
' } oo} | | | | } | ry ae 
} } 
35+- | | | | | meee 
{ | j | 
| |) 1948-51 f1 L | 
| ‘eo | | | 
30+- | / P sf | | | 
| W9F5-39, | | meee 
} e) } | | | 1 | | 
Ay f | ae 
25 as 1909-13 | | | | i | : 
. ; tf 
ws | | | | | | | 
. Sat | rt || 
{ | ; ft | | | | 1 | 
20}- : PP dy dy | meee 
Po of | | | | | 
q | Bea } | | 
= eeet | | 
15+- — | | |4 
; } } | 
{ ae | 
a | 1 | | | 
10 4 | | | | | 17 
7 | | | | 
i 
si oor*” | | 4 
; | || 
* | | 
; | by | 
: | Gross Capital Value (A* Approx. /948-'5/ Prices ) 
0 | Ba ic wes anes a: ae mn 3 re a | 
fo | i T 
2 gs $888 88 § 888 88 8 888 
27k $$ 888 $8 $ $88 88 $8 $38 
ec #¥s $$ $88 $8 8 888 
= —- wN vv ow @® 


“ By size of gross estate as in Chart I, but with figures for 1909-13 and 1935-39 revalued at 
approximately 1948-51 prices. 











PROPERTY-HOLDING HABITS OF INDIVIDUALS 23 





brought into the totals it seems probable that the curves for all three periods 
would almost coincide. 

[t would appear that there is some deep-seated behaviour pattern preventing 
the average owner of an estate of given real value from taking risks with more 
than a certain proportion of his wealth. This pattern does not seem to have 
changed even under the influence of the steady inflation experienced through- 
out the past thirteen years—an inflation that rendered the holding of fixed 
interest securities unprofitable and made the ordinary share one of the few 
available ‘‘ hedges ’’ against the persistent fall in the value of money. Unless 
this country is involved in a rate of inflation exceeding any it has yet 
experienced, 1t would seem reasonable to suppose that the percentages for 
holdings of investments in limited companies shown by the curves for 1935-39 
and 1948-51 represent something close to the limit of risk investment psycho- 
logically acceptable at the various real levels of fortune to which they relate. 

If this is so, it is a matter that has most important implications for the 
future, since the whole tendency of the present high rates of taxation on incomes 
and on fortunes at death is to limit the great fortunes and to re-distribute the 
wealth in private hands in smaller packages owned by a larger number of 
persons. Given that the propensities to hold investments in limited com- 
panies are more than a matter of temporary fashion and correspond to some 
fundamental psychological trait in the investor of any given real wealth, it 
must follow that the redistribution of wealth will diminish the volume of stocks 
and shares that the community is willing to carry. A different result could 
occur only if the total wealth of individuals was increasing at least as fast as 
the average proportion of stocks and shares held was falling—a phenomenon 
unlikely to occur in the foreseeable future. 

For nearly fifteen years past, the problem of financing private trade and 
industry when the capacity of investors to hold risk securities is continually 
dwindling has been dangerously obscured, first by the repercussions of war-time 
finance and subsequently by the succession of nationalizations carried through 
after the war by the Socialist Government. An analysis by the author published 
in the June, 1952, issue of the District Bank Review discussed this situation and 
pointed out the dilemma now facing the economy as a result.* The results of 
the current investigation strongly reinforce the conclusion reached. One 
horn of the dilemma is that almost any of the expedients that might be con- 
templated by the monetary authorities as a means of alleviating the difficulty 
would have inflationary consequences; the other is that there would be a 
growing disparity between the yields on gilt-edged securities and on equities, 
as a consequence of the ever-shrinking capacity of the private community to 
hold even the existing volume of risk securities. If the trend of taxation is 
not reversed, or if new investment institutions are not developed to take the 
place of the individual, the price of “ risk ’’ capital may run so high that the 
economy stagnates. 

The effect that the redistribution of wealth has already had on private 
holdings of risk securities is clearly evident in Chart III. This chart shows 
the way in which the total of privately-owned investments in joint-stock 
companies 1s now distributed between the various fortune groups, and compares 








* THE BANKER’S own main contributions to statistical analysis of this dilemma will be found 
in the articles entitled ‘‘Who Has Funds for the Market ?’’ in October, 1950, ‘‘ Inquest on the 
Private Investor’’ in December, 1950, and ‘‘ Capital Market under the Yoke’’ in October, 1952. 
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this with the corresponding percentage distributions before both the first and 
second world wars.* In preparing Chart III, the same price indices as thos« 
used in Chart II were employed in order to place pre-war fortune groups on 
the same basis of real values as the post-war figures. The effect of this treat- 
ment is to display in a most striking manner the inevitable effect of redistri- 
buting wealth without altering the psychological propensities of each real- 
fortune group to hold risk securities. The proportion of private investments 
in joint-stock companies held by the wealthy has for many years been steadily 
declining, and there has been a corresponding increase in the proportion held 
by those of modest means. But during the past fifteen years, at any rate, 
this has occurred purely as a result of load-shedding at the top end of the 
scale of fortunes; the total of private investments in joint-stock companies 
has declined very sharply, and there has been no appreciable tendency for the 
securities unloaded by the wealthy to be taken up by the rest of the private 
community. 

The following figures more or less speak for themselves. During the four 
years 1935-39 the average annual total of joint-stock company securities held 
in deceased estates exceeding £1,000 was £207 millions—1i.e. over £400 millions 
in terms of 1948-51 prices. The comparable figure for the three years 1948-51 
was {264 millions. Over the period in question there was a general fall in 
the death rate, but, on the other hand, there was an increase in the population. 


* The amount of such investments held by persons with estates of less than 42,000 at 1948-51 
prices can be estimated from pre-war Board of Inland Revenue Reports at about 1 per cent. of 
the total. Such estates are no longer hable for death duty, but the exclusion of these and of the 
comparable 1909-13 and 1935-39 figures is clearly unimportant. 
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The post-war figure may have been more affected than the pre-war one by 
evasive action in the form of gifts zter vivos, but the broad facts, nevertheless, 
seem to be beyond dispute—the capacity of private individuals to hold risk 
investments has been reduced by nearly 40 per cent. in less than two decades. 
[t should not be forgotten, moreover, that over these years the average burden 
of the death duties on an estate of any given value at constant prices was 
much less than it is to-day. 
CHART III 
Holdings of Securities of Joint-Stock Companies by Wealth Groups* 
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“Cumulative totals—e.g. in 1g0y-13 some 76 per cent. of all such securities assessed for death 
cuties were held in estates below {1,000,000 (in terms of 1948-51 prices), in 1935-39 88 per cent., 
and in 1948-51 94 per cent. Correspondingly (left-hand scale), 24 per cent. in 1909-13 were held 
id estates exceeding {1,000,000 and 12 per cent. in 1935-39, but only 6 per cent. in 1948-51. 
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“Consolidation” in Australia 


The expansion of secondary industry in Australia since the war, together witlt 
the drift of resources away from agriculture and the huge increase in Australia's 
imports of dollar machinery that have apparently been associated with it, has often 
been criticized in THE BANKER; we are unrepentantly of the opinion that the dominions 
tendency to balance of payments deficit—which in 1951-52 amounted to no less thai 
fA 70 per head of the population—has been due to its policy of pre-empting 
vesources for manufacturing activities in which it is at a considerable comparative 
disadvantage with other lands. In the following article an Australian correspondent 
sets out the case for the defence; since a summary of what many Australians think, 


as distinct from what most British economists think they ought to do, ts of obvious 
importance to the economy of the sterling area at the present time, THE BANKER is 
glad to publish it here—as a carefully reasoned barrtster’s brief with which it does 


not agree.—ED. 


By M. H. Patterson 


MIELBOURNE 


HE case for the degree of consolidation that has taken place in Australia’s 

economic structure since the war has not been fullv appreciated abroad. 

Perhaps Austrahans themselves have not devoted enough attention to 
analysis and exposition of it. A review, somewhat impersonal in tone and 
heavily sustained by statistical material, has been produced by the Division 
of Industrial Development, entitled “‘ The Structure and Capacity of Australian 
Manufacturing Industries ’’. This describes Australia’s present manufacturing 
structure in a realistic and encouraging manner, but it stops short of relating 
secondary industry to the economy as a whole. An investigation is now 
needed into the whole field of production, and an attempt should be made to 
demonstrate how far mill and factory production has become integrated 
within an economy that depends so much on export income for its develop- 
ment. A study of this kind is required to distinguish between those industries 
that are essential for strategic reasons, those that are justified by their efficiency 
or other sound economic reasons, and those that are redundant or harmful. 
Above all, it needs to be shown to what extent Australia’s exporting industries 
are now dependent upon local manufacturing and distributing techniques and 
upon domestic purchasing power for their further expansion, in an era when 
both the sterling countries and the world at large are looking to them for 
greater supplies of food and raw materials. 

The general impression abroad is that primary production, virtually the 
only source of Australia’s export income, has suffered a setback as a result of 
the post-war emphasis on expansion of urban activity. Few attempts have 
been made to measure the degree of this change, and it has been assumed 
—perhaps with careless, or even eager, facility—that to remedy the position 
it is only necessary to restrict or reduce manufacturing production or invest- 
ment, and divert labour and resources into primary industry. This ignores 
the differences between essential and what might be termed “ non-essential ”’ 
manufacturing industry and, still more important, it ignores what are perhaps 
the real reasons for the decline in primary production—namely, the lack of 
incentive, the shortage of equipment and the metamorphosis in the philosophy 
of farmers and graziers. Until these reasons are identified it will remain an 
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unexplained mystery that a high proportion of good quality land and 
thousands of square miles of country that can be brought into production by 
modern scientific methods are not being fully exploited. 


IMPORTS NOT ALWAYS ECONOMIC 

In almost any economy there is a place for a broad sector of manutac- 
turing, processing and fabricating industry. The primary producer in 
Australia will, in most instances, buy locally manufactured plant and equip- 
ment when it is available. It is a fallacy to assume that it will always be 
more economic for him to buy these from abroad; in certain basic raw materials 
that are needed for the production of capital goods, notably steel and cement, 
local prices (even with the tariff temporarily suspended) are commonly very 
much below those of equivalent imported items. Moreover, the local manu- 
facturer is already adapted to local requirements so that even it the prices 


TABLE I 
PRICES OF CERTAIN IMPORTED MATERIALS AND OF COMPARABLE 
LUSTRALIAN MATERIALS, DECEMBER, 1095! 


(Basis of Price—f.o.r. Sydney or Melbourne) 








Imported from (in order Imported parable 
Material Unit of quantities imported) Price Range Australian 
Price 
s-gauge Wire - - Ton France, Germany, Belgium, ¢.\100-4Ar3 iA44 
Japan, United Kingdom. 
1o-gauge Wire ea 24 ‘i France, Germany, Belgium, 4A10o5-4A1} LA45 
Japan, United Kingdom. 
Barbed Wire vs ra a France, Belgium, Germany, #/AII0-4AT3,; £A5S 
Japan. 
Wire Netting ei .. loo vds. Belgium, Germany, France, 4Arq4 1os.-/ (1% -A5 9S, 
Netherlands. 
Steel Fence Posts .. = Kach krance, Belgium, United 5s. 6d.-6s. todd. 2s. 57d. 
Kingdom. 
Galvanised Iron Sheets... Ton Japan, Belgium, United) #A165-£Aro> £A65 
Kingdom. 
Corrugated Water Piping, Foot France, Netherlands, United Is. 11d.- 7id.- 
Galvanised (various sizes) Kingdom, Germany. 6s. 11d. 2s. 14d. 
Cement ws 7 ea Ton United Kingdom, Japan, £A20-/A27* fAg IIs, 


Sweden. 
*Ex Store, Melbourne. 

of imports are equal to or slightly lower than the Australian product, for 
reasons of greater suitability Australian equipment will often attract the 
greater demand. There is, too, a fundamental though less frequently recog- 
nized reason why it seems wise for Australian producers to buy plant and 
equipment of Australian manufacture: during periods of international vicissi- 
tude such purchases are thought to contribute towards preserving domestic 
demand and stability. Some idea of the difference in prices that existed 
eighteen months ago between certain items required by primary producers 
is illustrated in Table I, which is taken from the booklet on S/ortages of 
Materials Essential to Rural Production, published by the Bureau of Agricultural 
Economics. 

Although there have undoubtedly been some shortcomings in government 
policy and some undesirable conservatism both in trade unions and in manu- 
facturers’ organizations, steady progress has been continuing during the post- 
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war years in established industries in Australia as well as in new enterprises 
set up by parent organizations abroad, mostly from Britain. Despite the 
deterioration in efficiency inevitable in an inflation, particularly that due to 
the growth in the post-war vears of the luxury industries made famous by Sir 
Douglas Copland’s “ milk-bar “ definition, it just 1s not true that this expansion 
has been to the detriment of agricultural production. Indeed, the opposite 
seems to be the case. By 1951 it was obvious that the most serious impediments 
to higher production in Australia—Communist infiltration and labour shortages 
and bottlenecks—were hampering the basic manufacturing industries rather 
than farmers and pastoralists; and such frustration as did exist among farmers 
and pastoralists —and the declining incentive to greater productivity among 
them— arose largely from the difficulties confronting this large sector of manu- 
facturing industry. The consequent shortages of machinery and equipment 
caused primary producers to feel neglected and to curtail output. Even so, 
productivity in primary industry remained high and vields continued to rise. 

The Minister for Commerce and Agriculture said recently: “ There are 
actually fewer ploughs, fewer headers and fewer reapers and binders in working 
condition on rural holdings than in 1943’. It is revealed in The Mechantiza- 
tron of Australian Agriculture, published by the Department of Commerce 
and Agriculture, that whilst utilization of some items of machinery (such as 
tractors, motor trucks and utilities) has doubled in Australia since before the 


TABLE I] 
AGRICULTURAL DEVELOPMENT IN AUSTRALIA AND THE UNITED STATES 
1935-39 to 1951 


Australia U.S.A. 

0 0/ 

‘ 0 Oo 
Number of people emploved on farms... - 25 — § _ 9 
Farm output - ea bs ps os 7 70 + 349) 
Machinery on farms “a os - ot “a -+- 30 +70 


war, there are at the same time serious deficiencies in other important types 
of machinery. Of the twelve items of machinery listed in that booklet, six 
comprise machinery of which considerably more than half is over eight years 
old. Table Il shows a comparison recently drawn by the Victorian Institute 
of Public Affairs between agricultural development in Australia and the 
United States. The table suggests that farm output could have benefited by 
the retention, not of more, but of less labour on the land and the employment 
of additional machinery. 

Some people may say that the labour should have been kept on the farms, 
and more machinery imported from abroad. Unfortunately, because of the 
nature of the terrain and the size of holdings in Australia, much British and 
uropean farm machinery is inadequate or unsatisfactory for Australian 
primary production. The only sources from which imports of such machinery 
can come are Canada and the United States. Imports from these areas are 
inhibited by the shortage of dollars, and although much has been done to 
overcome this—for example by the use of loan funds granted by the Inter- 
national Bank for Reconstruction and Development and by the agreement of 
some American producers of farm machinery to plough back some of their 
export earnings into Australian subsidiaries—it is surely better for Australia 
to increase its domestic production of these items of dollar equipment. This 
has the additional advantage for the sterling area that many parts and 
components needed for Australian production of this type of machinery, 
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though not available from Australian factories, can often be procured in 
3ritain or other non-dollar countries. Imports of these items are now 
running at a very high level and will continue to do so for many years. In 
a calculation made by the Department of Commerce and Agriculture it was 
revealed that at 1951 production levels it will take periods ranging from 
(2 to 55 vears merely to replace 1951 quantities of these items by Australian 
production. 

Table III shows an estimate by the Bureau of Agricultural Economics 
(from their publication Shortages of Materials Essential to Rural Production, 
in January, 1952) of the position regarding some of the most important of 
these items a year ago; since then, it seems that both demand and production 
_ expanded and the rate of production has risen enough to begin to reduce 

‘ backlog. 

"The basic point that is forgotten by many overseas critics of Australian 
policy is that the days have passed when new country could be opened up 
with relatively little capital, combined with large and long-term application 
of man-hours on the land itself. To-day a large proportion of the man-hours 


TABLE III 
SUMMARY OF ESTIMATED REOUTREMENTS OF FARM MACHINERY 
[951-52 
Estimated Approxunate 
Requirements, Level of Estimated 
Including Manufacture Deficiency 
Backlog in Australia 
Ploughs .. - ne bei 23,000 [2,500 10,500 
Cultivators - , ‘ a 18,000 12,500 5,500 
Scarifiers .. oe ; = — $,000 1,700 2,300 
Harrows .. es 24 — _ 35,000 35,000 . 
Drills and co mbines : oi — 0,000 5,000 .,000 
()ther planters... ns ea 2,400 2,400 
a and reaper thr: sshers 12,000 3,500 8,500 
Mowe 7 O00 OOO 1,000 
Hay presses 7 1,500 [,500 
| ickup hay balers ne _ és re 3,000 100 2,900 
Hay saline 4,500 2,200 2,300 


that go into wheat production, for example, are applied not with an axe ora 
horse on the land itself but in the factories where bulldozers or tractors are 
assembled and serviced. As yet, the magnitude of this change is scarcely 
realized, even in Australia. Twenty years ago there were more than three- 
quarters of a million horses in Queensland alone. To-day there are scarcely 
that number of horses in the whole of the dominion. With the horse has gone 
the innumerable man-hours involved in feeding, grooming, harnessing, spelling 
and breeding. To-day the man-hours are applied in the factories and repair 
shops. Twenty years ago it was a life’s work to clear a few thousand acres 
ot scrub. To-day it is done by heavy machinery and new techniques in a few 
davs. 

It is against this background that recent history—and especially the history 
of Australia’s year of economic crisis, 195I-52—must be viewed. The pro- 
duction indices in that year showed a further decline in primary production, a 
downturn in inessential manufacturing production, but a general improvement 
in basic items of manufacture. This is precisely the kind of trend that was 
to be expected in what was, especially in the key exporting State of Queens- 
land, a very bad season for primary producers—both because of the drop in 
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export prices and because of drought. In comparison with experience in 
previous bad years, Australia took both these calamities in its stride. It was 
reassuring to observe that, while drought was taking its toll, the shortage of 
capital equipment was being more rapidly resolved. In addition, for perhaps 
the first time in Australia’s history, it was possible to meet the run on London 
funds that inevitably follows a year of uneconomically high export prices by 
action that did not entail bankruptcy and depression. The high imports of 
1951 and early 1952, together with the tightening of credit, forced many 
industries of high stage manufacture that were redundant or otherwise 
undesirable, into difficulty and desirable downturn. 


CONSOLIDATION AFTER INFLATION 

With the end of inflation in 1951-52 came industrial consolidation. 
‘“ Backyard " factories began to fold up, married women went home to their 
housework and their children, casual contract carriers sold their trucks, con- 
cealed unemployment was eliminated as deliveries improved and productivity 
rose rapidly. Large concerns busied themselves in a rapid stocktaking and 
diverted their production into more useful channels; no longer was valuable 
fencing wire finding its way into springs for upholstery. Exotic dyes and 
patterns were abandoned in favour of the utility production previously avail- 
able mainly from imports. New and valuable processes, so long delayed in 
the interests of quick profits elsewhere, were brought into production. Costs 
and selling techniques, long neglected, were hurriedly reviewed. The Aus- 
tralian Tariff Board in its 1951-52 report was much less critical of careless 
cost control than it was in the previous year. It was able to report from its 
own observations substantial improvements in productivity. 

The new pool of unemployed labour, almost wholly unskilled labour, was 
now available for farmers, but to everybody's surprise the farmers soon showed 
they did not require it. What the farmers did want, and what they were now 
beginning to get, were machines, pipes, cement, iron, fencing wire and even 
electric power. By early 1953 most goods were in plentiful supply and buyers 
became very discriminating—even in foodstuffs, where “ rationing by the 
purse’ 1s operating widely for the first time since the war. Prices have 
become reasonably stable, apart from seasonal variations, and black and grey 
markets have disappeared. 

The question of what is inefhcient production usually resolves itself in 
conditions like these. Markets and prices determine which producers will go 
out of business. Protection for secondary industry adds a complicating 
factor, so that what is non-essential industry becomes largely a question of 
arbitrary definition, assisted by national taste, prejudice and belief. English 
motor-car manufacturers might regard a production plant in Australia as 
superfluous while cars and parts can be shipped from Britain. Australian 
opinion would oppose this view; the American type car (like the American 
tractor) has always been considered better for Australian conditions. General 
Motors and Fords have recognized this and both have substantially expanded 
their Australian subsidiaries. (General Motors’ Australian subsidiaries have 
expanded their capital from £A4 millions in 1939 to £A1r4.7 millions. Their 
main product, the Holden, is Australia’s best selling car; it has won for itseli 
an assured future and is currently selling for approximately {Aroo less than 
comparable imported models. 
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It is also fair to point out that while Lancashire manufacturers, in common 
with manufacturers throughout Britain, are losing ground to Australian 
industry, they are very often only losing markets to those of their own com- 
petitors who have been far-seeing enough to set up establishments in Aus- 
tralia. For all this, in textiles as in most other industries, there is still a larger 
market in Australia than there was before secondary industry began to develop 
so rapidly. Lancashire can, and does, continue to sell its end products, its 
machinery and its techniques. 

Where, then, are the inessential industries? Are the paper mills which 
take our timber, the chemical factories which produce our fertilisers, the 
textile mills which use our wool, or even our clothing factories superfluous °? 
The test is whether they can supply a quality product against international 
competition without additional government protection—or, if possible, with 
reduced protection. It would be meaningless to try to consider a situation 
in which there were no tariffs at all. With the return of a discriminating 
market, correctives to careless expansion are already operating. Serious 
casualties have not yet occurred, but in many industries less efficient entre- 
preneurs are withdrawing while sounder establishments are engaged in self- 


TABLE IV 
BASIC PRIMARY PRODUCTION IN AUSTRALIA 
Vrojected 
Commodity Output Production 
[G50-51 IQ51-52 1952-53 
Major Export Industries : 
Wool - ra - ws Milhon Ib. | ,0G3 1,050 me os, 
Wheat ‘oa on oa 2 Million acres ¢ Pe 10.4 1O.T 
Million bushels IS4 161 193 
Lead ir ‘és _ ‘4 ‘ooo tons 1&S 190 204 
Zinc it = a - ‘ooo tons rk S4 30 
Foodstuffs : 
Meat nA is “a 4 ‘ooo tons IO 944 1,100 
Milk én os a ‘a Million gallons 1,200 1,057 1,175 
Butter (factory only) .. ea ‘ooo tons 160 132 160 
Cheese (factory only) .. ‘a ‘ooo tons 44 4 46 


examination and consolidation. There is a discernible diversion of labour into 
the more fundamental industries, notably the basic processors, transport, 
fuel and power industries. The great iron and steel enterprises (Broken Hill 
is Australia’s largest public company with a shareholders’ Capital of £A25 
millions) are at last able to utilize to the full their expanded post-war capacity, 
with the result that some qualities of steel are now being exported. For the 
calendar year 1952 both pig iron and ingot steel showed increases of 15 per 
cent. in production, and they have shown buoyant figures for early 1953. 

[t is too soon to see what effect the newly available resources are going to 
have on primary production. The five-year programme of the Australian 
Agricultural Council is as yet too much in its infancy to provide any real 
guidance. No great fundamental change has taken place to remove at one 
stroke whatever causes lie behind the reluctance of farmers and graziers to 
expand their present relatively large incomes, but with better conditions and 
greater availability of capital equipment the position has become much easier 
for the rural producer. And the way now lies open for the better utilization of 
existing property and for the opening and developing of new country without 
constant frustration and irritation. Although complete figures for production 
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in the fiscal vear to June 30, 1953, are not yet available, it seems likely that 
primary production has already forged hearteningly ahead. Table IV shows 
estimates based either on informed guesses or on projections of the rate of 
production revealed in the first six months. These figures are supported by 
the fact that for the first seven months of the current season the value of 
exports was #Ago millions higher than for the corresponding period of the 
previous year—an increase of 25 per cent. 


OUTLOOK FOR THE FUTURE 

Whether secondary industry will yet draw on resources vital to the primary 
industries is a question that can wait until the full effects of improved basic 
manufacture become apparent. With rapidly developing new techniques 
such a consequence seems to be unlikely, at least for many years ahead. 
Present demand for new land by intending settlers is very high and the rate 
at which it can be satisfied depends on the rate of development of rural public 
works and the speed at which the various Soldier Settlement and Closer 
Settlement Acts can be implemented. This programme has to be conducted 
in a way that will afford some possibility of success. It is no longer possible 
merely to set aside and allot vacant land without giving attention to the 
provision of essential facilities. 

Now that a better balance between manufactures and primary industry 
has been restored, more attention will need to be given to the dynamic factors 
of immigration and further expansion of secondary industry. That the latter 
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will continue to expand is made the more likely by a new wave of investment 
from abroad that is now building up. One effect of the import cuts has been 
to induce many United Kingdom manufacturers to begin investigations for 
factory sites, labour and energy resources. Their aim is to protect their most 
important export market, come what may in the way of tariffs and import 
controls. Ancillary industries involved in defence contracts have also 
announced their intention to extend to South Australia to meet growing 
demands arising from the larger scale of rocket projectile experiments to be 
conducted there. 

How these are to be assimilated without once again boosting consumer 
demand seems to depend for the present on financial policy. Properly 
tackled, it should present no serious problem; a fall in international commodity 
prices is still the greater danger, but the further the country develops into 
industrial diversification the less dangerous will such a fall become. Price 
discipline has shown itself to be an adequate medicine for Australian economic 
disorders, and, provided it is allowed to operate, there is no basic instability 
to justify the raising of critical eyebrows. 

Financially Australia is relatively independent. Its oversea debt  ser- 
vicing still takes little more than 23 per cent. of its export income; all private 
capital investment that finds its way into the country comes here as a result 
of the investor’s considered commercial judgment of the country’s prospects. 
Whatever errors the Government may have committed since the war, the 
provision of specious or meretricious inducements to British or foreign 
investors has not been one of them. Even double tax agreements or capital 
repatriation guarantees to the United States, desirable as they may seem in 
Australia’s interests, have not yet been undertaken. America’s investments 
in Australia are not heavy in comparison with its investments in Canada and 
elsewhere, despite the large number of American companies represented in 
Australia. In 1951 there were almost 200 companies affiliated or operating 
under agreement with American companies, in which either the affiliate or the 
principal company possessed capital exceeding $1,000,000. There are very 
few major British companies not represented in some way in this country. 
In most instances the original capital investment has been enhanced by 
ploughing back Australian profits, and in some instances the Australian 
market has provided new capital. In some cases the Australian subsidiary 
has become the principal company; and few, if any, once established, have 
subsequently withdrawn. Estimates that £300 millions (or any other figure) 
of “hot money” has flowed into Australia since the war must be treated 
with reserve, 1f not suspicion—from whatever sources they come. 

All this points to the ability of Australia to finance the major part of its 
own development. Internal investment in 1951-52, at £A1,500 millions, 
represented 38.5 per cent. of the gross national product. Sav ing has been very 
buoyant since the war and can stand comparison with most other countries. 
Total savings bank deposits rose from £A245 millions in 1939 to £Ag18 millions 
by December, 1952, and are still rising steadily. Total deposits at the com- 
mercial banks rose from £A3g90 millions to £Ar,316 millions during the 
same period. 

The changes of 1951-52 resulted in credit stringency, but it would be a 
mistake to regard this as bringing investment to an end. Investors have 
become more careful, but with the clearance of accumulated consumer stocks 
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liquidity generally has made a recovery. The high risk speculator will now 
find it difficult to attract finance, but sound investors are scarcely less com- 
fortable than they were twelve months or two years ago. The remarkable 
public works bill of £A375 millions for 1951-52 has, of course, had to be 
reduced: but as the estimate for 1952-53 prov ided for #A350 millions the 
extent of this reduction in financial terms 1s by no means oatatte smic. What 
it represents in curtailed (but not budgeted) plans by the States 1s perhaps a 
different matter, but this reveals a timely corrective rather than the shattering 
crisis that the State premiers allege it to be. Despite all the muttering from 
abroad—and despite a volatility that is common to all countries that are 
heavily dependent on overseas markets or supplies—the basic position of the 
Australian economy to-day is inherently sound. 





British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


HIS month’s page from our sketchbook shows the branch of the National 

Provincial Bank that was built in the nineteen twenties at Leatherhead. 

To judge from old prints and photographs, Leatherhead was until fairly 
recent times a most old-fashioned and picturesque market town. It still 
retains many of these characteristics, despite the incursion of some ill-chosen 
modern buildings and despite the demolition of such delightful old properties 
as the Swan Hotel in the High Street, now unhappily replaced by characterless 
shops. But the changes in old Leatherhead have not all been out of character. 
Among them is this branch of the National Provincial Bank, which shows a 
different attitude of mind at work: it has been sympathetically designed to 
ht in with existing architectural forms and habits. This is a policy carried 
out elsewhere by the National Provincial Bank—for example, in Ludlow, 
Chester and Market Drayton. 

This technique raises a que stion that will merit particular examination (or 
should we say ilustration ?) in this sketchbook. Is the art of architecture 
better served, generally speaking, by original work, if we are capable of pro- 
ducing it successfully to-day ? Or, is it better to dodge that issue and content 
ourselves with adapting older stvles—Elizabethan, or Georgian ? These forms 
are at least innocuous if skilfully copied. This is an old problem; and the 
very fact that it is still debated is ample proof of the unsatisfactory condition 
in which architecture has remained for a century or more, after the final 
break-up of tradition at the close of the Regency period. 

Various aspects of this problem and of its relation to bank architecture will 
be treated in due course in this series. Meanwhile, it is sufficient to make the 
point that the effort to align the National Provincial’s office with adjacent old 
buildings in Leatherhead has been very successful. The office stands on the site 
of a village baker’s shop, which remained until the bank building started in 
1926. [he old shop had a high-pitched tiled roof, with half dormers on the North 
Street frontage. At the rear, in Bridge Street, stood the bakery, the approximate 
site of which is now the manager’s private room. An oak beam, very blackened 
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Specially drawn tor THE BANKER by Geoffrey S. Fletcher 


National Provincial Bank, Leatherhead, Surrey 


with age and bearing obvious signs of exposure to heat, is built into the 
manager's fireplace; it may have done duty in the old bake-house, perhaps as 
part of the oven structure. Most of the fittings of the branch, notably the 
counter, are excellently executed in work of Elizabethan type, and there is a 
particularly fine door of linen-fold panelling. The bank was built to the designs 
ot F. C. R. Palmer, F.R.I.B.A. 
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Australia’s New Banking Legislation 


By an Australian Correspondent 


T the beginning of April Mr. Menzies’ amendments to Australian banking 

legislation received the Governor-General’s assent. The main object in 

view was to provide safeguards to ensure that any future Labour Govern- 
ment, after the frustration on constitutional grounds of the attempt to 
nationalize the banks in 1947, could not achieve nationalization on the sly—by 
abusing the powers conferred by the Commonwealth Bank Act and the 
Banking Act of: 1945 so as to create conditions in which the trading banks 
would be unable to exist. At the same time Mr. Menzies has taken the oppor- 
tunity of making a number of other legislative changes, in a new round of 
the long battle to establish an acceptable balance between adequate control 
over the banking system and the preservation of competitive banking services. 
[t is only in the light of a résumé of the history of that battle that the new 
amendments can be clearly understood and no apology need therefore be 
made for running over what to some people will be familiar historical ground. 

Nationalization of banking was written into the Australian Labour Party's 
platform as long ago as 1908, and through the years the ‘“‘ money trust ’’ has 
frequently been made the scapegoat for Australia’s financial ills. The Com- 
monwealth Bank of Australia was established in rg1t largely in response to a 
demand for a “ people's bank”’ as an alternative to the commercial banking 
institutions; the desire to pave the way for a proper central banking system 
was a secondary concern to those who first clamoured for its establishment, 
although that object seems to have carried greater weight with those 
who actually drew up the legislation. Be that as it may, the Bank did not 
compete actively with the commercial banks in its early years, and until 1924 
its importance lay chiefly in handling the Government’s financial transactions, 
particularly during World War I, and in developing its savings bank business. 
[In 1924, in an attempt to assist 1ts development as a central bank, powers of 
administration over it were handed from a single governor to a board of 
directors; at the same time, it was given control of the note issue and the 
commercial banks were required to settle their exchanges with it. Its savings 
bank activities continued to increase; and as, within its limited powers, it 
gradually came to perform more of the functions of a central bank, it con- 
tinued throughout the 1920s a policy of refraining from actively seeking 
commercial business. 

Then came the slump of 1929. The financial difficulties of the early 1930s. 
caused the Bank to plunge deeper into its duties as a central bank; but they 
also served to elevate criticism of national banking policy and advocacy of bank 
nationalization to the status of major planks in the Labour Party’s policy. 
The Government responded to this by setting up a Royal Commission to 
enquire into Australia’s monetary and banking system. The Commission's 
report in 1937 made a number of recommendations that were designed to 
strengthen the hand of the central bank and came out in favour of con- 
tinuance of the system in which the central bank provided trading bank 
facilities in company with the privately-owned commercial banks. The sole 
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dissentient to this last recommendation, the late Mr. J. B. Chifley, voiced 
Labour policy in advocating a nationalized banking system—a proposal to 
which, as Prime Minister and Treasurer, he was to attempt to give effect in 
his Banking Act of 1947. 

Delays and difficulties hindered the implementation of the Commission’s 
recommendations, so that real control of the banking system was not given 
to the Commonwealth Bank until 1941. In that year, under a Labour 
Government’s war-time regulations, it was given much wider control than 
had been suggested in 1937. It was empowered to determine the com- 
mercial banks’ lending policy, to control their investments, to mobilize foreign 
exchange, to regulate interest rates and to require the commercial banks to 
maintain in Special Accounts with it an amount not exceeding any increase 
in their assets above the level of 1939. These powers were continued, sub- 
stantially unchanged, by the Banking Act and Commonwealth Bank Act of 
1945, which also gave effect to the Labour Party’s ideology by subjecting the 
Bank for the first time to control by the Treasury; the Bank Board was 
abolished and the General Banking Division of the Bank was enjoined to 
expand its commercial business. Partly as a result of this legislation, the 
Bank’s commercial activities, which had already grown during the war years, 
have expanded rapidly in the past seven years. Most bankers assumed in 
1945 that these extensive powers might at last have satisfied the Labour 
Government’s banking ambitions. But these hopes were shattered in 1947 
when Mr. Chifley ran into constitutional difficulties in attempting to imple- 
ment a further section of the 1945 Act—and responded to these difficulties by 
plunging the whole question of banking control back into the melting pot. 

This section (which, incidentally, was repealed by last month's amend- 
ments) was designed to enable the Commonwealth Treasurer to prevent the 
commercial banks from holding the accounts of State and local government 
authorities. When the Treasurer attempted to do so in 1947, some of the 
authorities concerned challenged the constitutional validity of the require- 
ment; and the High Court ruled in their favour. On the grounds that this 
ruling left the whole of the 1945 banking legislation open to constitutional 
challenge and rejection, the Government passed an Act to nationalize the 
banks. This Act was also challenged, and the High Court in 1948—and, on 
appeal, the Privy Council in 1949—found that certain vital provisions were 
unconstitutional. These decisions, however, provided something less than 
complete security for the commercial banks. Close study of them will show 
that the Privy Council decided only that the prohibition of banking was not 
a valid means of eliminating the commercial banks; it did not determine the 
question of the Government’s constitutional authority compulsorily to acquire 
the business of the commercial banks. 

It is generally agreed that public opinion in those early post-war years 
was opposed to the attempt to nationalize the banks; and at the general 
election in December, 1949, shortly after the Privy Council’s findings were 
announced, the banking issue contributed materially to Labour’s defeat. 
During the campaign Labour leaders avoided commitments on banking policy 
beyond stating that they accepted the Privy Council’s ruling and would not 
be a party to any procedure that did not conform with the constitution. 
Mr. Menzies’ party promised to restore the Commonwealth Bank Board and 
to amend the Australian constitution, so that no industry could be nationalized 
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without prior approval by public referendum. When Mr. Menzies became 
Prime Minister, his first attempt to restore the Board was thwarted by the 
Labour-dominated Senate. He thereupon dissolved both houses of Parlia- 
ment, won the resulting general election, and successfully restored the Board 
in Ig5I. But his other pledge—to amend the Constitution to make nationaliza- 
tion more difficult—has run into heavy weather. There are grave legal 
difficulties in the way of defining nationalization or socialization, and in pro- 
viding means for Government control of an industry in an emergency. 

Meanwhile, the nationalization of banking has remained a plank in the 
Labour Party’s programme, but, in view of the public reaction, it is not sur- 
prising that little has been heard on the question in recent years. In his 
statement on the new legislation, however, Dr. Evatt, the Leader of the 
Opposition, after paying the necessary lip-service to his party’s principles— 
by attributing the amendments to a desire to favour private interests and 
sabotage the people’s bank—declared: 


The nationalization of the private banks is impossible in this country 
without a drastic amendment of the Federal Constitution.... As itis contrary 
to the Commonwealth Constitution to nationalize these Australian private 
banks, so it would be equally unconstitutional for any Parliament or Govern- 
ment to pass legislation, or do any act, designed to achieve the same end by 
indirect or circuitous means. That is elementary and the courts of law have 
frequently acted on that principle. ... The Government knows perfectly well 
that nationalization of private banks is a completely dead issue, politically, 
legally and practically. 

Unfortunately, however, other Labour speakers did not express such deep 
convictions on all these propositions as their leader. 

Mr. Menzies’ new legislation arises largely from scepticism about whether 
Dr. Evatt’s attitude will be maintained in Labour Party circles in the future. 
If Labour is returned to power in the next election (which at present is the 
probability), it seems hardly likely that the Party would be prepared to court 
the disfavour that an open battle to enact bank nationalization would involve, 
even if a constitutional method were available; and a general referendum to 
amend the Constitution for this purpose would almost certainly be unsuccessful. 
But Mr. Menzies still fears that the Labour Party might find two possible 
ways of achieving bank nationalization without an open legislative battle. 
These possibilities, which this year’s amendments seek to counter, are: 
first, the use of existing banking controls to render the individual trading 
banks technically insolvent; and, secondly, the use of competitive advantages 
by the Commonwealth Bank to squeeze opposition from the banking field. 
Unfavourable public reaction might be a deterrent to the first course, but the 
second might have much more chance of succeeding before the Australian 
public realized what was hitting it. 

The blunt instrument with which Mr. Menzies feared that the Commonwealth 
Bank might bludgeon the commercial banks into technical insolvency, was the 
Australian Special Accounts system. Under the regulations introduced in 
1941, the central bank was able to require the trading banks to lodge the 
equivalent of almost the whole of the very large war-time increase in deposits 
in sterilized Special Accounts, which carried a very low rate of interest. Then, 
the Banking Act of 1945 gave the central bank the power to require the 
trading banks to lodge in Special Accounts the equivalent of any post-war 
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increase in their assets, together with the amount held in August, 1945. 
Releases from Special Accounts were left entirely to the discretion of the 
Commonwealth Bank, which, after a period of falling deposits, could thus 
conceivably come to hold larger amounts in Special Accounts than the increase 
in assets since the end of the war. 

This blunt instrument has not, of course, been wielded with maximum 
force. By April, 1951, when Australian deposits were at their post-war peak, 
Special Account balances stood at £557 millions,* which represented less than 
two-thirds of the amount that could have been called up under the Act at 
that time. Later, Australia’s heavy external deficit in 1951-52 caused deposits 
to fall sharply and large releases from Special Accounts were made to enable 
the banks to meet their cash requirements. By October 7, 1952, the Special 
Account balances stood at £182 millions, while the potential lability to make 
lodgments amounted to some £540 millions. 

The central bank has thus kept well within the limits of its Special Account 
powers—too far within them, according to some economists, considering that 
retail prices doubled between 1945 and 1952 and that a heavy excess of demand 
over supply drove the Commonwealth into a swingeing external deficit. But 
the powers are both discretionary and continuing, so that, although they 
have in practice been exercised with moderation, the mounting potential 
liability that the banks could be called upon to meet in cash came to contribute 
a grave contingent threat to the commercial banks’ existence. If the central 
bank were to fall under the control of an authority hostile to the banks, it 
might, by demanding payment to Special Account in full, render them tech- 
nically insolvent; then, under a procedure already and ominously laid down 
in the Banking Act, it could take them over. This procedure is now to be 
subject to a confirmatory report from the Auditor-General. 

It was to remove this contingent threat that the new amendment to the 
Act cancelled the uncalled hability outstanding last October and reduced 
the maximum that may be called to Special Accounts to the then existing 
balance of {182 millions, plus 75 per cent. of any subsequent increase in 
deposits (instead of 100 per cent. of any increase in assets). Moreover, the 
size of any uncalled liability is to be adjusted each September; these adjust- 
ments will reduce a bank’s initial liability for the ensuing period by the 
extent to which its liability then exceeds Io per cent. of its deposits in the 
preceding month. The amendments also make provision for automatic 
releases from Special Accounts whenever the amount callable falls below the 
amount actually called. Thus, by restricting the accretion of uncalled Special 
Account liabilities and by the release provisions, the scope for repressive use 
of the Special Account mechanism has been very greatly reduced, without 
undermining its effectiveness for normal purposes. The new limit would have 
been ample to enforce the Special Account requirements throughout the 
post-war period. 

The commercial banks’ second great fear in the past three years has been 
that a future Labour Government might drive them to the wall by the 
unrestrained use of the privileged competitive position of the Commonwealth 
Bank General Banking Division. This fear has now been allayed by a number 
of amendments designed to place the Commonwealth Bank’s banking division 
more nearly on the same footing as the commercial banks. The advantage 


* The £ sign refers to Australian pounds throughout this article. 
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it may have enjoyed by sharing its name with the central bank is to be 
reduced by incorporating it separately from the central bank, like the Com- 
monwealth Savings Bank; it will function henceforth under a new name, as 
the Commonwealth Trading Bank of Australia. This renamed subsidiary is 
still concerned to develop and expand its business, but in future it will have 
to comply with the regulations governing the other banks. It has been doing 
this in practice—but only voluntarily—since July, 1952 (when some of its 
housing advances were transferred to the Commonwealth Savings Bank in 
exchange for Government securities and its Treasury Bill holdings were 
exchanged for cash at the central bank as the equivalent of the other banks’ 
Special Accounts). 

A further provision of the new legislation denies access by the Common- 
wealth Trading Bank to confidential information held by the central bank; 
while another requires that the central bank should from time to time inform 
the banks of its estimates of future movements in bank deposits and liquid 
assets, and advise them as soon as practicable in each half-year of its estimated 
requirements for Special Accounts in that period. The effectiveness of the 
restrictions upon access to central bank information may, however, be 
weakened in practice by the fact that the Commonwealth Trading Bank is to 
continue to maintain community of staff with the central bank; and its 
general manager (to be appointed by the Government on the recommendation 
of the Commonwealth Bank Board) is to remain subject to the Board. 

' This dual role of the general manager is illustrative of one of the main 
dilemmas that faces the legislators. On the one hand, only complete 
separation from the central bank could provide complete equality of treatment 
for the Commonwealth Trading Bank and the other banks and place the 
Commonwealth Bank Board above the reproach that its central banking 
policy might be influenced in the interests of the Trading Bank (though there 
is a new requirement that the Board must determine the policy of the Trading 
Bank so as not to conflict with the central bank’s policy). But, on the other 
hand, Mr. Menzies has followed the recommendations of the 1937 Commission 
in believing that the monetary authorities should command a trading section 
in administering monetary policy in Australia. 

Three reasons for retaining this link between the central bank and its 
trading section were advanced. First, through its trading section the central 
bank is kept in close contact with current business trends and needs. Secondly, 
the trading section is able to give a lead to the banking system in effecting 
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banking policy. And, thirdly, ‘‘ the central bank will be able to direct the 
resources of its trading institution into investments that are relatively unattrac- 
tive from a wholly commercial banking point of view, but which must be made 
in the national interest ’’. These arguments are not altogether convincing. 
In view of the extension of central bank powers far beyond the limits sug- 
gested by the Commission, the logic of adhering to their recommendation in 
this respect is open to question. There seems to be no reason why the 
development of consultation and collaboration with the commercial banks 
should not provide the central bank with adequate information on business 
trends; and finance for projects of national importance that do not recommend 
themselves as normal banking risks (if there are any such, and real liberals 
would deny it) could surely be covered by Government guarantees or by the 
special departments of the Commonwealth Bank which are discussed below. 

There are other respects in which equality between the Commonwealth 
Trading Bank and the commercial banks has not been fully achieved even 
under the new legislation. For one thing, the Trading Bank may derive 
collateral advantages by continuing to share offices with the central bank and 
the Commonwealth Savings Bank. For another, the profits position is not 
wholly satisfactory. Although not subject to taxation, the Trading Bank is 
required to pay half of its profits to the National Debt Sinking Fund, but the 
whole of the remainder of its profits will go to swell its reserves. Moreover, 
the attention that was given to the General Banking Division has not been 
extended to other sections of the Commonwealth Bank that are not concerned 
with central banking activities. Thus, the Rural Credits Department (estab- 
lished in 1925 to finance primary produce marketing boards and similar 
organisations), the Mortgage Bank Department (established in 1943 chiefly to 
provide long-term finance to the farming community), and the Industrial 
Finance Department (established in 1945 to assist in the development of small 
industries) are to remain free from the banking regulations. It is true that, 
in general, their functions are not those of a normal commercial bank. They 
operate on their own capital or central bank funds and do not accept deposits. 
But the commercial banks claim to have suffered from unfair competition 
from some of them in the past; in particular, the extensive provision of hire- 
purchase finance for vehicles and machinery by the Industrial Finance Depart- 
ment has left a remembered scar, for it came at a time when both quantitative 
and qualitative controls were limiting participation by the commercial banks 
in the same business. In so far as the activities of these three departments 
are not those that would normally be performed by a commercial bank, the 
position might better have been resolved by their establishment as inde- 
pendent and specifically controlled organizations. 

In presenting the legislation, the Government has taken the opportunity 
to make a number of other amendments that have been found desirable 
through the operation of the Acts since 1945. For example, more flexible 
provision is made for the overseas operations of the banks; the Commonwealth 
Bank is no longer required to vet all bank amalgamations or reconstructions 
and the Treasurer’s consent to them may now not be unreasonably withheld; 
and the provision that the chief executive officer of a body corporate is to be 
personally liable for its offences is now repealed. 

Perhaps most important of all among these miscellaneous provisions, the 
new amendments contain a welcome and positive step away from the old and 
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silly policy of trying to operate credit policy by edict of King Canute. The 
banks have been freed from the need to seek Commonwealth Bank approval 
to invest in Government and other securities, and the limitation placed by the 
1945 legislation upon the rate of interest payable on Special Account balances 
(17s. 6d. per cent. per annum) has been abolished. A higher interest rate 
structure has resulted from the tighter credit conditions during the past year 
and the freedom for investment conforms with the more flexible form of 
credit control that has recently been invoked. In this period the banks have 
been permitted to increase their holdings of Treasury bills and Government 
securities. The central bank ceased to exercise its power to control interest 
rates last July (though the banks have agreed to observe certain maxima) 
and withdrew most of its qualitative advance controls in October. 

To sum up: Although the new amendments do not go as far in pro- 
tecting the commercial banks against unfair competition as most Australian 
bankers would have wished, they undoubtedly represent a real advance. 
The movement (it 1s still only a small and insufficient movement) away from 
specific credit controls and towards monetary orthodoxy has undoubtedly 
helped to pave the way for the experiments in flexibility written into the new 
legislation. But, in the main, the legislation is a sign of the growth of con- 
fidence and co-operation between the central bank and the trading banks 
during a period in which the latter have not had to regard every move as a 
possible threat to their existence. The present amendments cannot guarantee 
the continuance of this state of affairs, but they do provide some measure of 
assurance that any threat to the future of the banks will be removed from the 
shadow of arbitrary acts into the full light of parliamentary debate. And in 
that full light public opinion ts likely to be a potent factor on the banks’ side. 





In Defence of the Trustee Companies 
By H. D. G. Trew 


NE of the risks to which a bank when acting as a trustee is subject 1s the 
(_) accusation most frequently made in connection with some change of 

investment—that had a different course of action been taken it would have 
been much more beneficial for the trust. Experienced officials of trust corpora- 
tions who have constantly to reply to these generally ill-informed accusations 
—and who in the great majority of instances can give satisfactory and con- 
vincing replies—have therefore been somewhat disconcerted by the recent 
case of ve Waterman's Will Trusts Lloyds Bank Limited v. Sutton and Others, 
1952, 2 All, E.R. 1054, and by public comment upon it—including the com- 
ment by Mr. Ernest Watkins in the March issue of THE BANKER. Much of this 
comment has done little justice either to the bank concerned or to bank trustees 
in general. The present writer—who is in no way connected with Lloyds Bank, 
and is, indeed, an official of a rival bank—feels impelled by a sense of fair play 
to take up the cudgels on behalf of one who has, in his opinion, been unjusti- 
fiably attacked. In doing so he has relied entirely on the facts as disclosed in 
the published report, without attempting to obtain special information not 
available to other critics. 
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[t is perhaps not surprising that remarks in the judgment should have been 
used as grounds for an attack on the banks in general in their trust administra- 
tion, but a little consideration of the circumstances will show that the criticism 
had little real force even in the particular case, and certainly cannot be made 
the basis for conclusions about the trust companies in general. No one con- 
nected with a trust corporation would dispute the general proposition enun- 

ciated by Mr. Justice Harman “ that a paid trustee, like a bank, is expected to 
exercise a higher standard of diligence and knowledge than an unpaid trustee ”’ 
Whenever a trustee has to satisty the Court that he has acted honestly and 
reasonably—for example, 1f he seeks relief, under S. 61 of the Trustee Act, 
1925, from the consequences of having committed an innocent breach of trust 
—the Court will expect a higher standard of diligence and knowledge where the 
trustee is remunerated than would be required from a private individual. The 
standard of care is thus not an absolute one; it 1s analogous to the standard 
of care required at common law in a claim for negligence against any professional 
man pursuing his profession for reward. But however high the standard may 
be placed, it cannot be higher than is possible to a fully competent trustee. 

The facts in the case as reported show that from the outset it was realized 
by the bank that the residue of the estate would either be insufficient, or only 
just sufficient, to meet all the bequests in the will in full, so that only a careful 
liquidation, which might be protracted owing to the nature of the assets, 
would enable all the bequests to be met. On the other hand, as is often the 
case, it was never possible to say that a distribution would not have to be 
made until a particular date in the future; and it was at all times the executors’ 
duty to be ready to make a distribution as soon as the assets were got in. It 
was therefore necessary to keep the realized parts of the estate in as liquid a 
form as possible. The executors had a most difficult decision to make. Should 
they place the monies on deposit—at the then current rate of only } per cent., 
but with the certainty of receiving back the capital without loss on giving 
short notice ? Or should they purchase trustee investments that would yield 
a higher return of income but might be realizable only at a substantial capital 
loss ? They took the only decision that was 1n the circumstances open to them 
and placed the money on deposit at short notice (or, for a time, invested part 
n Treasury bills at the same rate). 

[t is difficult to see by what other mode of investnient open to them they 
could have obtained a return of 4 per cent., as suggested by the Judge. It can 
hardly be seriously suggested that a mortgage investment would have been 
possible; the short-dated bills yielded no more than the deposit rate; and 
longer-dated investments, which might have had to be realized before maturity, 
would have carried a serious risk of capital loss. At the time in question, it is 
common knowledge that many shrewd investors were retaining funds unin- 
vested for fear of incurring a capital loss. 

The matter first came before the Court in June, 1952, and was adjourned 
until November. In his judgment then delivered Mr. Justice Harman stated 
that “it appeared that in 1951 the whole of the estate consisted of some 
{10,000 cash and that the bank had then thought fit to place almost the whole 
of that sum, viz. £9,000, on deposit with itself. So that during the year before 
the matter came before me the estate as a whole had only earned $ per cent. 
interest’. What would the result have been if the suggestion to invest in 
trustee securities had been followed ? Obviously, short-dated securities would 
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have been selected. But money rates rose, and the whole gilt-edged market 
fell sharply; the capital loss would have more than offset the extra income. 

The following examples show the comparison on two different investment 
hypotheses—purchase of 1954-58 stock or 1951-53 War Bonds; allowance has 
been made in each case for tax at gs. 6d., and for expenses. 





Money placed on deposit i <i é a. £10,000 
Net simple interest 1/60/51 to 31/5/52 48 
£10,048 

Deposit Rate 4°, 1/6/51 to 7/11/51. 

e*/4o 0/11/51 to 11/3/52. 

2% 12/3/52 to 31/5/52. 


Investing £10,000 
(1) Buy on 1/6/51— 
£9,685 3° National Defence Loan, 1954/58, at 103}, costing {10,000 
Sell on 1/6/52— 


£9,685 3°% National Defence Loan, 1954/58, at 983, producing 9,564 
Capital Loss .. - i 430 

Net Interest 1/6/51 to 31/5/52 152 

Net Loss - - ~~ . {284 


Thus, taking interest into account, the 410,000 is 
now worth .. ia - - i - £9,716 


OR, (2) Buy on 1/6/51— 


£9,589 23°, National War Bonds, 1951/53, at 1011, costing £10,000 

Sell on 1/6/52— 
{9,889 25°, National War Bonds, 1951/53, at 993, producing 9,539 
Capital Loss .. es ea IOI 
Net Interest 1/6/51 to 31/5/52 ~=«.« 130 
Net Loss im is - - {31 


Thus, taking interest into account, the 410,000 is 
now worth .. es ~ a _ “a £9,969 


The Judge suggested that as the bank had used the money in its own 
business it should. be charged with interest at 5 per cent.; but he then went 
on to consider the bank’s clause authorizing it to act as banker to the trust, 
and thereupon concluded that it was entitled to place the money on deposit 
with itself at the current deposit rate. There is surely nothing improper about 
such a clause, which is generally used by the banks to ensure their right to act 
as banker to a trust and to retain banking profits and commission. The clause 
is designed to place them in no worse position when acting as trustee than 
any other remunerated trustee, and it is no different in character from the clause 
that every solicitor or accountant requires when appointed trustee to enable 
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him to charge for his professional services as solicitor or accountant to the 
trust. But for such a clause, the banks when acting as trustee would be forced 
to open trust accounts with each other (it is obviously not to be contemplated 
that they would allow 5 per cent. interest on current accounts). 

It is only when looking back on the Waterman case after the event that 
the small amount of income earned can appear to reveal a startling state of 
affairs; as we have seen, any other mode of investment would have produced 
a substantial loss of capital. Nor is it relevant to argue that only a fortuitous 
circumstance—the change in interest rates—prevented the action of the bank 
from being detrimental to the estate. The only relevant question is whether 
the investment policy adopted by the bank was proper at the time; and in 
the circumstances of the case it does appear to have been so. A peculiar 
feature of this case is, moreover, the fact that the criticism was not prompted 
by the beneficiaries themselves; nor, as the Judge himself remarked, could it 
be raised in the proceedings before the Court, so that the bank does not appear 
to have had any opportunity to reply. 

It ought to be emphasized, therefore, that no evidence was adduced to 
support the suggestions (which some commentators, including Mr. Watkins, 
seemed to regard as implicit in the judge’s remarks) that the bank, in order 
to derive a benefit to itself as banker, elected to place a large sum of money on 
deposit with itself at a time when the rate of interest was low—or, alterna- 
tively, that insufficient care and attention had been shown in the temporary 
investment of the residuary estate pending the distribution. Nor was there 
any evidence to support the further apparent implication that the only care 
and attention exercised by the bank was that of its local bank manager. The 
matter was indeed handled by a local manager, but he was the manager of the 
local branch of the trustee department—a specialist in trust administration 
and an officer of a department whose sole function is to administer estates. 
As such, he would, moreover, have the benefit of the advice of the trust’s 
solicitors and other professional advisers, as well as the guidance of the chief 
office of the trustee department, on investment matters and questions of policy. 

What, then, of the general criticisms of the banks that have been based 
on the Waterman case? The suggestion that the banks may put their own 
interests as bankers above those of the trust is, of course, by far the most 
serious of these criticisms, since it carries the implication of sharp practice. 
This suggestion can surely be disposed of almost out of hand—merely by 
reference to the high standard of integrity that the banks are habitually known 
to display in their business dealings. The banks are also well aware of their 
responsibilities in every matter of this kind; every official well knows that if 
any conflict should arise between the institution’s duty as trustee and its 
interest as banker, it is the duty that must be placed first. This charge that a 
bank, when acting as trustee, is likely to seek banking profits by deliberately 
retaining balances uninvested or on deposit at a low rate of interest has no 
more substance than, for example, a suggestion that a solicitor trustee 
deliberately complicates a will in order to run up costs, or that an accountant 
trustee confuses the accounts in order to earn fees by putting them right. In 
the writer’s experience, the banks have always placed duty before self-interest, 
and the most definite rules have been in force for many years to ensure by 
means of frequent reviews of overdrafts and balances on current or deposit 
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accounts that funds are not retained uninvested or banking charges incurred 
unnecessarily. 

The other general criticism seems to imply that the trustee departments, 
by delegating administration of trusts to local managers, produce a lowering 
of standards. But this implication misconceives the nature of trust adminis- 
tration. This is not a business that can be mechanized or run on stereotyped 
lines; each individual trust has its own peculiar problems requiring responsible 
consideration and decision by an individual. To that end a system has been 
evolved, and is followed also by the Public Trustee, under which the respon- 
sibility for the actual administration and the decisions that have to be made 
are so far as possible taken by experienced officials having the conduct of the 
matter. The volume of work is far too great to allow the head official 
—whether he be Public Trustee or Trustee Department Manager—to administer 
every estate, to make every decision or to exercise every discretion. The 
banks have, therefore, for many years pursued a policy for their trustee depart- 
ments of establishing local branches at which the trusts being administered in 
a local area are centred. The manager of the local branch is the responsible 
official corresponding to the Trustee Officer of the Public Trustee, and to assist 
him he has the resources of the specialist departments of the Head Office who 
provide general guidance on questions of investment, property and legal 
problems and, of course, decide questions of general policy. The Head Office 
also lays down the general principles and rules of procedure and guidance that 
long experience has evolved. The branch manager is expected to conform to 
these, and the Head Office naturally provides the necessary inspection 
checks to see that the branch 1s working on the right lines. 

Such mistakes as occur from time to time do not arise from any general 
lack of consideration or lowering of standards; they are due simply to human 
failure or error of judgment. When it is realized that eight clearing banks 
are at present administering a total of 70,000 trusts to the value of nearly 
£900 millions, it will not appear surprising that the administration in a par- 
ticular case may occasionally fail to reach the high standard that the banks 
set for themselves. That so few cases have come before the Courts is surely a 
tribute not only to the high level of technical ability that the banks maintain 
but also to their high standard of responsibility in accepting liability as a 
matter of course for any mistake, however innocent, that is brought home 


to them. 
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American Review 


This new monthly feature of THE BANKER will discuss trends in economic 
conditions and business opinions in the United States. Its aims and purposes are 
commented upon in the leading article of this issue.—ED. 


HE Department of Commerce has reaffirmed its earlier estimate that business 

expenditures for new plant and equipment should exceed $27,000 millions 

in 1953. The level of such expenditures in 1952 was $26,500 millions, but 
in the second quarter of 1953 expenditures were moderately above the rate now 
estimated for 1953 as a whole—so that a small downturn is apparently expected 
between now and the end of the year. In general, however, the Department's 
estimate has been taken as an indication of official expectations of near-term 
stability in the economy as a whole. Industrial production has been estimated 
at a seasonally adjusted level of 242 for May. There has been no important 
movement since January following the very steep recovery that set in imme- 
diately after the settlement of the strike in the steel industry last year. In six 
months from July last the index rose by 43 points (or by more than one-fifth) 
to 236. The indications are that production has run on uninterruptedly at its 
previous high rate through June, with steel and motor-car production continuing 
at especially high rates. But there is no evidence that further substantial gains 
can be looked for. Factory employment is at very high, and unemployment 
at very low, levels. Commodity prices, after showing no decisive trend for a 
while, have turned softer again. 

WAGES, INVENTORIES, AND CONSUMPTION 

Wage gains have been scored in the automobile and steel industries. Wage 
rates In manufacturing industries are still moving to modestly higher levels, but 
claims this year have been settled without interruption to output and without 
generally disturbing reactions. In private domestic investment, the sharpest 
single change in the first quarter of this year was in the annual rate of stock 
accumulation, which came down from $8,000 millions to $2,500 millions. But 
there are preliminary estimates of a rise in total business stocks to about $77,000 
millions at the close of April, with manufacturers’ stocks going above $44,000 
millions. Official sources describe these as being well in line with current output 
and sales but, on the present pattern of business, they are likely to be viewed 
with some suspicion and may well be trimmed again before long. 

Personal consumption expenditures rose to a new peak annual rate of $226,000 
millions in the first quarter, and personal savings declined to below 8 per cent. 
of disposable income. Personal incomes are still rising, and April’s rate was 
above $283,000 millions, against an end-1952 rate of $280,000 millions. 


BUDGET AND MONETARY POLICY 

Higher Government expenditures supported a further gain in gross national 
product in the first quarter, to an annual rate of $363,000 millions. The cash 
surplus of the Federal Government in the three months of high tax gathering 
between January and March was nearly $4,400 millions, contrasting with a deficit 
of $4,700 millions in the fourth quarter of 1952, but with a seasonal surplus of 
nearly $5,000 millions in the first quarter of that year. Revised proposals and 
estimates for the budgetary year to June 30, 1954, have been submitted to Congress 
by President Eisenhower. Under these, expenditures would be reduced by $4,500 
millions to $74,100 millions, leaving an administrative deficit of about $6,500 
millions to go against Mr. Truman’s earlier schedule of nearly $10,000 millions. 
In each case, something like $3,500 millions must be subtracted in order to show 
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the probable cash deficit. The President has been seeking continuation of the 
Excess Profits Tax until December next, and postponement of a reduction in the 
present ‘“‘normal”’ (or standard) rate for company profits and personal reliefs; 
as at present authorized, the normal tax rates for companies would fall from 
52 per cent. to 47 per cent. next year. The proposal to continue E.P.T. has 
met especially strong resistance in Congress, and it remains to be seen whether this 
and the other tax proposals will be accepted. Even on present schedules the 
Treasury's cash needs in the peak borrowing period from July to December have 
been estimated at about $9,000 millions. 


American Economic Indicators 








1953 
1950 IQ51 1952 —_——_—_—_—_—— - 
Jan. Feb. Mar. Apr. 

Production and Business: 

Industrial production (1935-39=I100).. »00 220 219 236 240 242 242 

Gross private investment (billion $) .. 50.3 58.5 52.1 = 54.0 — 

New plant and equipment (billion $).. 20.6 25.6 26.5 — — 27.5 — 

Construction (million $) i -- 2,396 2,574 2,694 2,768 2,914 2,979 2,921 

Business sales (billion 3) - 44.5 45.6 17-4 49.0 49.0 — 

Business stocks (billion $) se Dh — 74-0 fae 74.0 74.9 75.2 77.0 

Merchandise exports (million $) 856 1,164 1,098 1,276 1,194 1,388 1,384 

Merchandise imports (million $) - 735 O14 893 + @2=1,008 922 1,056 1,028 
Employment and Wages: 

Non-farm employment (million) —» $88 53-9 54-5 55.0 55-5 55-7 

Unemployment (‘oo00s) .. as .. 3,142 1,879 1,673 1,892 1,788 1,674 — 

Unemployment as °%, labour force 5.0 3.0 2s7 3.0 2.9 239 — 

Hourly earnings (mfg.) (>) i + 1.96 [.59 1.67 my 1.74 1.75 — 

Weekly earnings (mfg.) (3) - -. 59.33 64.71 67.97 70.93 71.17 72.10 = 
Prices: 

ay High 16 525 6 
Mox dy commodity {1931 = 100) Dsl of 4 a I35 493 \ 497 416 $l 4 41 8 
’ Low \ 347 151 399 f 

Farm products (1947-49=1I100).. 97.5 I13.4 107.0 99.6 97.9 99.8 97.5 

Industrial (1947-49 = 100) ae 105.0 I15.9 I13.2 I113.1 I13.1 113.4 113.3 

Consumers’ index (1947-49 = 100) 102.8 III.0 113.5 113.9 113.4 I13.6 a 
Credit and Finance: 

Bank loans (billion $) | 52.2 7.9 Gace Go 6.3 65.2 — 

Bank investments (billion $) 74-4 74.9 77.5 76.9 76.0 74.8 — 

Bank loans (weekly) (billion $) 17.8 1.6 23.2 33,0 -@2t9 423.3 23.1 

Consumer credit (billion) 20.8 21.5 25-7 25-5 25.2 25.7 @&.2 

[reasury bill rate (%) .. : +s 8. 1.55 Be 2.04 2.02 2.08 2.18 

U.S. Govt. Bonds rate (",) “ . £2 2.57 2.68 2.80 2.83 2.89 2.97 

Money supply (billion $) - .. 180.6 189.8 200.4 193.3 I91.6 I9I.0 — 

Federal cash budget (+ or—) (million $) +450 +1,244 -1,641 --- — +4,373 — 


Notes.—April figures are preliminary or estimated. For 1950-52, actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody's 
spot commodity index shows high and low, 1950-52, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1950-52, and quarterly 1953. 


The Federal Reserve Board continued to exert pressure on bank resources 
and money rates; early in June the Treasury bill rate rose sharply to 2.42 per 
cent. and the bond market was looking rather demoralized with the new thirty-year 
31 per cent. Treasuries sold down to 98}. In the last few weeks, however, the 
Reserve authorities have slackened pressure with moderate purchases of short- 
term maturities, and the Treasury bill rate had come back to 2.23 per cent. by 
mid-June. The source of this year’s stringency in the bond and money markets 
is not difficult to determine. From January until early June Reserve credit 
outstanding declined by about $400 millions to $25,400 millions and monetary 
gold stocks by $700 millions to $22,500 millions—but, despite this, the banks’ 
business loans have been rising. In the first five months of this year weekly 
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reporting banks raised their total loan volume by about $1,000 millions, but their 
investment holdings fell by over $3,000 millions. Reserve Board policy thus 
enforced declines both in Government bond holdings and in deposits. 

Although a fairly sharp debate has been raging over this monetary policy, the 
Federal Reserve's renewal of purchases of securities went a long way to 
remove earlier impressions that the “‘ Fed’ would launch a strong counter- 
attack on “inflationary ’’ forces without regard to a fairly well-acknowledged 
position of somewhat delicate balance.* Although the banking system has been 
through a period when commercial loans usually drop, the seasonal contraction this 
vear has been very slight; this factor, and the gains in consumer credit, were 
interpreted by the ‘‘ Fed’ as calling for some restraint. Treasury needs are still 
large and will have to be met in a period of seasonal commercial demands. 

* On June 25, monetary stringency was relieved by the more positive step of reducing 
member bank reserve ratio requirements, thereby raising loan capacities by about $5,750 
millions. 


——“ 
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International Banking Review* 


Australia 
HREE conventions for the avoidance of double taxation between Australia 
and the United States have been signed. They are stated to follow the lines 
of the reciprocal agreement between Australia and the United Kingdom, 
and thus cover income-tax and estate and gift duties. They will come into force 
on ratification by the Australian Parliament later this year. It is hoped that 
they will help to attract additional American capital into investment in Australia. 

The Commonwealth Loan Council rejected an appeal from the Federal Govern- 
ment to keep expenditure on land, works and housing in the year to June 30, 
1954, down to {A 200 millions. The Council, which is dominated by representa- 
tives of the States Governments, sanctioned a total allocation of A 231 millions. 
The States Governments had originally requested a total allocation of £A 317 
millions, but subsequently revised this to £A 284 millions. The Federal Treasurer, 
sir Arthur Fadden, told the Council that if the States Governments insisted on 
their demand for £A 284 millions, the Commonwealth would have to find {A 184 
millions from sources other than public loans, since it was not thought that the 
loan market could yield more than {A 100 millions for such operations in 1953-54. 
The Commonwealth Government would not undertake to find from its own 
resources more than another {A 100 millions. Sir Arthur told the Council further 
that it was unthinkable that the Commonwealth should continue financing works 
from taxation on the scale of recent years. 

The Council also rejected a demand for the establishment of works priorities, 
but agreed that interest rates for the next twelve months should be pegged at 
45 per cent. for Government loans, 43 per cent. for “‘ semi-Government ”’ loans 
and 4% per cent. for municipal loans. 


Canada 


The annual report of the Bureau of Statistics on the Dominion’s international 
payments shows that on current account there was a surplus with all countries 
of $151 millions in 1952. This contrasted sharply with the big deficit of the 
two preceding years. But on capital account the Dominion last year showed a 





* News of United States banking now appears in the new monthly feature ‘‘ American 
Review’”’ (see page 47). Brief editorial discussion of particular items of international banking 
news appears in ‘‘ A Banker's Diary ’’ (pages 1-6 in this issue). 
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deficit of $151 millions—whereas in the preceding year there had been a sub- 
stantial net inflow of funds. Capital inflows from new issues of Canadian securities 
sold abroad were a major source of capital for long-term investment, sales totalling 
$3.9 millions in all; but this was not sufficient to offset the substantial net with- 
drawals of short-term capital funds. 


Ceylon 


The annual report of the Central Bank of Ceylon reveals that in 1952 holdings 
of gold and foreign exchange fell by Rs. 366 millions—that is, by about 30 per 
cent. of the total reserves. There were three main reasons for the big balance of 
payments deficit: a severe decline in export income caused by the fall in export 
prices; the rise in import prices; and the stimulating effect on imports of what the 
report described as an ‘‘ excessive expansion "’ in the money supply to finance the 
Government’s budget deficit. The report criticizes official deficit financing, 
especially as this is said to be directed miunly towards increasing consumption. 

The net inflow of private capital into the country in 1952 amounted to Rs. 9 
millions; a total of Rs. 60 millions was received from abroad, while Rs. 51 millions 
was withdrawn. Over go per cent. of these capital movements were with the 
United Kingdom. 

Chile 

The President has signed a decree law creating the “‘ Banco Del Estardo de 
Chile’ to act as the State’s banking and financing agent. The bank will have 
an authorized capital of 5,000 million pesos, and is being created by merging the 
National Savings Bank, the Real Estate Mortgaging Credit Bank, the Agrarian 
Credit Bank and the Industrial Credit Institute. It will have duties in the banking, 
financing and trading fields, and will be independent of the Government. The 
capital is to be built up from the present capital and reserve funds of the institutions 
to be merged. 


Egypt 

The external payments situation has taken a turn for the better. Imports 
were down to {FE 35.7 millions in the first quarter of this year (as against {FE 56.9 
millions in the comparable period of 1952), and exports at £E 33.8 millions were 
{E 11 millions lower than in the first quarter of 1952. Egypt’s No. 1 (unblocked) 
sterling account—which was almost exhausted a short time ago—is now estl- 
mated to stand at £E 17 millions. 

The Government has announced a reduction in the prices cotton growers will 
receive from the Egyptian Cotton Commission during the 1953-54 season; but it 
has stated that if the Commission makes a profit next season three-quarters will 
be refunded to producers, while the balance will be used to constitute a fund for 
the stabilization of prices in future seasons. The Minister for National Guidance 
claimed that the manipulations on the Alexandria Futures Exchange in earlier 
vears had caused Egypt to lose clients and had forced the Government to close 
the Exchange and fix buying and selling prices—which had saved the countrys 
cotton industry and enabled some of the lost ground to be recovered. 


France 
The Treasury has paid back the advance made to it by the Bank of France 
on January 22, but it has, at the same time, received a further Frs. 130,000 
millions of borrowing powers with the Bank. 
The National Investment Company, which was formed to take charge of 
bonds and shares made over to the Government from compulsory contributions 
to a 1949 loan, is making a public issue. An offer is being made of bearer shares 
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with a nominal value of Frs. 10,000 at a price of Frs. 15,500. Subscribers must 
be individuals, with 25 shares each as a holding unit. Previously, the company 
had a capital of Frs. 5,000 millions fully subscribed by the State. The market 
value of its holdings at the end of 1952 was Frs. 12,000 millions. 


Germany 

Official fgures show that the gross national product rose by 10 per cent. in 
1952 to DM 125,600 millions. Of the total, 56.6 per cent. was devoted to private 
consumption, 25 per cent. was invested, 15.8 per cent. was absorbed by the State, 
and the remaining 2.6 per cent. represented the surplus on foreign trade account. 
The rate of growth was slower in 1952 than in the two preceding years, the 1951 
increase being 25.7 per cent. and that for 1950 13.2 per cent. 

Mr. Eugene Black, President of the International Bank for Reconstruction 
and Development, has said that West Germany is sound enough economically 
to receive dollar loans from the bank if she needs them. The Ministry of Economic 
Affairs has stated that West Germany will obtain separate loans from the World 
Bank for various branches of industry rather than an overall loan. 

Parliament has approved a bill reducing all income and wage taxes by an 
average of 15 per cent. The bill also increases, from 37 to 38 per cent., the 
Federal budget’s share of taxes gathered by the nine West German States. 

The Bank Deutscher Laender has announced a cut in bank rate from 4 to 
35 per cent. 

Indonesia 

The Minister of Finance has stated that the Central Bank of Indonesia should 
hold a gold and foreign exchange reserve equal to 20 per cent. of the volume of 
currency and deposits. He maintained that the psychological fear of an unbacked 
currency necessitated the tying up of reserves that might otherwise be used to 
finance productive imports, in this way. But in an emergency the Monetary 
Board would be able to sanction the suspension of the minimum currency reserve 
ratio for a period up to three months. 

The Bureau of Foreign Exchange is to be merged with the central bank to 
secure control over the foreign exchange operations of the commercial banks. 


Japan 

Shipbuilders have asked the Government for subsidies in the form of loans 
from the Development Bank for a total value of £27 millions. The money is stated 
to be needed to help secure contracts for the construction of-300,000 gross tons 
of vessels in the second half of the current fiscal year. They have also asked that 
the rate on loans granted by the Export/Import Bank for building vessels for 
export should be reduced from 5 per cent. to 4 or even 3 per cent. 

The par value of the yen has been notified to the International Monetary 
Fund at 360 yen per U.S. dollar and the gold equivalent at 0.00246853 grammes 
of fine gold per yen. 

Korea 

The United Nations and South Korean authorities have agreed to raise the 
exchange rate for the Korean hwan from 60 to 180 to the U.S. dollar. Prior to 
the change in the official rate, the hwan was being sold on the black market at 
nearly 200 to the dollar. 

Lebanon 


| President Chamoun of the Lebanon announced at a conference of Finance 
Ministers of the Arab States that the Arab League had drawn up plans for “‘ free 
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commercial exchanges and free movement of capital and persons in the Arab coun- 
tries ’’, and for the foundation of an Arab bank for financing development projects. 


New Zealand 

The Government has launched a {20 million national development loan to 
cover expenditures arising from the public works programme. The money 1s 
needed for financing hydro-electric schemes, land development, flood contro! 
projects, and the erection of houses and schools. 

The Reserve Bank has announced that the exchange allocation system will be 
maintained in 1954, but that traders’ basic allocations will be increased from 
40 to 50 per cent. of 1950 remittances, after allowing for 15 items that have 
been freed from exchange allocation requirements. It is stated that this will 
provide {60 millions for basic allocations, £6 millions more than in 1953. Traders 
requiring more than the basic allowance will, as at present, have to apply for 
additional sums. Items that will be freed from the exchange allocation system 
in 1954 include cement, newsprint, tea, fresh fruits, raw sugar, and tobacco for 
manufacturing purposes. 

Norway 


The Bank of Norway has warned the Government that the balance of payments 
situation is serious. It has stated that there is a possibility that a deficit of Kr. goo 
millions may arise in 1953, and that this would mean a reduction in currency 
reserves to below the minimum safety level. The Minister of Commerce, however, 
has denied that there is any danger of a crisis; he has said that the Bank of Norway 
estimates of the probable payments deficit were too high, but concedes that 
something should be done to stop the drain on the reserves. 

The Government has introduced legislation to give it the power to fix maximum 
and minimum interest rates and the fees that commercial and savings banks, 
insurance companies, credit associations and others may charge for loans. In 
introducing the bill, the Ministry of Finance stated that it would be ** appropriate ” 
to keep long-term investment rates at a low rate and that the Government's 
control over rates would be used to prevent an increase. It was maintained that 
a level higher than the present one would tend to curtail long-term invest- 
ment. In reply to an enquiry regarding its attitude to the proposed legislation, 
the Bank of Norway has asserted that it is not in favour of such a law at the 
present time, arguing that while the suppiy and demand for capital are not the 
only factors that determine interest rates, they should be the decisive ones. 


South Africa 

The Government has raised the rates of interest on Treasury bills to 2} per 
cent. for twelve months, 2 per cent. for six months, and to 1{¢ per cent. for three 
months’ maturities (there is at present no issue of three months’ bills). At the 
same time, the rate of interest on loans and advances to some State-aided projects 
(including housing, university construction and soil conservation) has been raised 
from 4} to 4? per cent. 

The Minister of Economic Affairs, Mr. Louw, has announced the lifting of 
price controls on a wide range of goods, including sweets, groceries, cigarettes, 
radios and jewellery, but has said that controls would be re-imposed if necessary. 


Sweden 
The Board of the Riksbank, in a statement to the Parliamentary Committee 
on banking, has stressed the importance of freedom of action for the central bank 
in handling monetary policy. It issued a warning against the financing ol 
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Government expenditure through recourse to the central bank in the present 
economic situation, stating that this procedure would seriously affect the restric- 
tive credit policy that the Bank was attempting to pursue and might upset the 
continued effort to maintain and improve the present economic balance. 


Syria 

The Finance Minister has indicated that the new monetary arrangements 
provided for by the recent law may take some time to put into force. He expected 
that the first step—the creation of the Money and Credit Board—would be 
accomplished soon, but that the establishment of a central bank would take more 
time. He asserted, however, that negotiations had already begun with the Bank 
of Syria and Lebanon for working out orderly methods of transferring to the 
new institution at the appropriate time the assets and liabilities of the issue 
department of that bank and all Government deposits at present held by it. In 
the meantime, the Bank of Syria and Lebanon would continue to enjoy the issue 
privilege and its other central bank functions. The only part of the new monetary 
legislation that would be enforced immediately was that concerning the control 
of banks. This control was temporarily being entrusted to the Exchange Office, 
pending the setting up of the Money and Credit Board. 


Turkey 

The Minister of Customs and Monopolies, Mr. Emin Kalafat, has announced 
that the customs tariff is to be remodelled upon an ad valorem basis. He pointed 
out that, as nearly all countries had adopted this system, the existing Turkish 
arrangements were no longer suitable for modern conditions. It was intended to 
adopt the nomenclature drawn up at the Brussels Conference of 1950, and a 
commission was being appointed to translate the nomenclature into Turkish and 
fix the rates of duty. It was hoped that the commission would complete its task 
in time to submit the new tariff to the Turkish Assembly in November. 

It has been reported that, as a result of discussions between Turkish finance 
officials and the International Bank in Washington, the Turkish Bank of Industrial 
Development will be granted an additional $9 millions of credit by the Inter- 
national Bank, while further amounts will be made available by the Bank for the 
Gediz Barrage Scheme. 





Appointments and Retirements 





Lloyds Bank—Chairman- Designate 
Lloyds Bank announce that Sir Jeremy Raisman, G.C.I.E., K.C.S.I., a vice-chairman of 
Lloyds Bank since 1947, and the Right Hon. Sir Oliver Franks, G.C.M.G., K.C.B., C.B.E., who 
recently became a director of the Bank, have been elected deputy chairmen. It is the intention 
that Sir Oliver Franks will, in due course, succeed to the chairmanship of the Bank. 


Barclays Bank—Mr. A. G. Boyd, from Luton Local Head Office, to be general manager (staff). 
Head Office, Barclays Group Office: Mr. P. G. Spicer, from Barclays Bank (Canada) and Barclays 
Trust Company of Canada, to be manager. 7yiustee Depts.—East London: Mr. A. L. Verriour, from 
Head Office, to be manager; Exeter: Mr. D. W. S. Woodley, from East London Branch, to be 
manager; Swansea: Mr. W. J. Evans, from Cardiff, to be manager. Bethnal Green Rd.: Mr. 
A. H. Evans, from Station Rd., Edgware, to be manager. Bowes Rhd.: Mr. G. C. Newbold, from 
Holloway, to be manager. Edgware, Station Rd.: Mr. P. J. M. Parker, from Highbury, to be 
manager. Golders Green Rd.: Mr. L. H. Acres, from Cricklewood, to be manager. Islington, 
High St.: Mr. A. Jenkins, from 366 Strand, to be manager. NKennington: Mr. S. C. K. Pearce, 
from 63 Lordship Lane, East Dulwich, to be manager. New Bond St.: Mr. G. H. Parker, from 
Golders Green Rd., to be manager. Palmer's Green, Alderman’s Hill: Mr. H. S. Limbrey, 
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from Lordship Lane, Wood Green, to be manager. Portman Sq.: Mr. B. L. Cripps, from Bethnal 
Green Rd., to be manager. Wood Green, High Rda.: Mr. S. W. Ritchie, from Alderman’s Hill, 
Palmer’s Green, to be manager. Wood Green, Lordship Lane: Mr. H. Gossling, from Kingsland, 
to be manager. <Abertillery: Mr. W. G. Jones, from Cardiff Docks, to be manager. Blackburn 
and Darwen: Mr. J. A. Marsh, trom Head Office, to be manager. Littleport: Mr. E. H. Goodwin, 
from Downham Market, to be manager. Plymouth, Mutley Plain: Mr. J. H. L. Lean, from 
Totnes, to be manager. Sf. Ives, Huntingdon: Mr. L. L. C. Howard, from Sawbridgeworth, to 
be manager. Sandbach: Mr. H W. Sti ibbs, from Nantwich, to be manacer. S. wh: t geworth: 
Mr. A. W. Hunt, from Biggleswade, to be manager. South Molton: Mr. E. E. Lewis, from 
Torquay, to be manager. J/otnes: Mr. L. E. Williams, from South Molton, to be manager 
Westcliff-on-Sea: Mr. N. A. W. Brown to be manager. 

Lloyds Bank—Overseas Dept., E.C.: Mr. E. G. Woolgar to be manager in succession to the 
late Mr. F. A. Lane. 309 Threadneedle St., E.C.: Mr. J. A. Pyke to be manager on retirement of 
Mr. A. Turle, owing to ill health. Acton, W. (also Park Royal): Mr. H. J. Wheeler, from Kentish 
Town, N.W., to be manager on retirement of Mr. R. M. Bunyan, M.C. Alford: Mr. V. G. Gazely 
from Wisbech, to be manager. Balham, S.W.: Mr. P. W. E. Woods, from Hampstead, N.W 
to be manager on retirement of Mr. F. G. H. Sivyer. Birkenhead Central: Mr. A. C. Tarbuck 
to be manager. Callington: Mr. G. V. Bricknell, from Liskeard, to be manager in succession 
to the late Mr. W. J. Bryant. Corsham: Mr. D. G. Sherwood, from Evesham, to be manager on 
retirement of Mr. C. W. P. C. G. Bateman. East Grinstead: Mr. T. H. Hill, from Alresford, to 
be manager. Fleet: Mr. N. E. West, from Horley, to be manager on retirement of Mr. C. W. 
Neate. Haves, Middlesex: Mr. W. J. Ginger, from Southall, to be manager. Hebden Bridge: 
Mr. A. ri. Mitchell, from Leeds, to be manager. Hemel Hemp stead: Mir. 3. R. Turnbull, from 
Hayes, to be manager on retirement of Mr. W. H. Allman. Horley: Mr. C. Brooks-Hill, from 
Ashford, Kent, to be manager. Horncastle: Mr. E. R. Heywood, from Alford, to be manager 
on retirement of Mr. W.G. Oxnam. Lyme Regis: Mr. J. E. Pitt, from Eastbourne, to be manage: 
Shirley, Southampton: Mr. C. G. Harding, from Portsmouth, to be manager on retirement of 
Mr. D. A. West. 
Martins Bank—Golders Green: Mr. V. W. H. Eckett, from Sidcup, to be manager. Liverpool— 
Church St.: Mr. J. K. Wiebiemtan from Victoria St., Liverpool, to be manager; Castle St.: 
Mr. H. P. Meadows, trom Old Swan Branch, to be manager; Heywoods: Mr. J. Randle, from 
Castle St. Branch, to be manager; O/d Swan: Mr. A. D. Scott, from West Kirby, to be manager. 
West Kirby: Mr. E. Wylie, from East Branch, Liverpool, to be manager. 

Midland Bank—Mr. J. E. T. English to be representative in New York in succession to Mr 
W. B. J. Partridge. Head Ojnce: Mr. J. Christopherson to be a joint general manager. London — 
Bishop's House: Mr. Kk. G. Watson, trom Chancery Lane, to be manager in succession to the 
late Mr. J. B. Bailey; Earl's Court Rd.: Mr. G. M. Budd, from Kingsway, to be manager on the 
retirement of Mr. R. Warren. #ristol, Staple Hill: Mr. C. D. Waite, from Queen’s Rd., Clifton, 
to be manager on retirement of Mr. B. K. Sheppard. Cardiff, Queen St.: Mr. D. Carroll Jones 
to be manager in succession to the late Mr. F. Holden. Daybrook: Mr. J. Moorhouse, from 
Northampton, to be manager on retirement of Mr. L. N. Durand. Howden: Mr. W. E. Harrop, 
from Hessle Rd., Hull, to be manager in succession to Mr. B. D. M. Chrystie. Liverpool—Bold 
St.: Mr. J. Eden, from St. Luke's, Liverpool, to be manager in succession to Mr. W. G. C. 
Jones; St. Luke’s: Mr. H. D. Kelly, trom King St., Manchester, to be manager in succession 
to Mr. J. Eden. JJasham: Mr. G. 5. Anderson to be manager in succession to Mr. R. S. Willford. 
Newark: Mr. E. J. Smith to be manager on retirement of Mr. H. M. L. Hutchinson. Newcastle 
upon Tyne, Dean St.: Mr. A. B. Paltraman, from Silver St., Hull, to be manager on retirement 
of Mr. H. N. Loveridge. Nottingham, Sneinton: Mr. T. F. Abbott, from Grantham, to be manager 
Selby: Mr. B. D. M. Chrystie, from Howden, to be manager 
on retirement of Mr. G. O. Lunn. Sheffield, Chapeltown: Mr. B. Bateman, from Silver St., Hull, 
to be manager in succession to the late Mr. H B \ Brown. W etherby : Mr. R.S. Willford, from 
Masham, to be manager on retirement of Mr. T. B. Lyth. Wor'sop: Mr. R. L. Styles, from 
Derby, to be manager on retirement of Mr. G. G. Abraham. 
National Provincial Bank—=Ainy's Cross: Mr. L. H. Lee, from Lincoln’s Inn, to be manager. 
Wigmore St.: Mr. L. A. Ward to be manager. Coventry: Mr. E. T. Evans, from Markets, Leeds, 
to be manager. Emsworth: Mr. C. J. Burt to be manager. Mitchin: Mr. R. G. Hooper, from 


L 
Whetstone, to be manager. Pear! 


on retirement of Mr. M. Davenport. 


h: Mr. D. L. Davies, from Dinas Powis, to be manager. 
Uckfield: Mr. A. E. Brewer, from Margate, to be manager. Warlingham: Mr. G. T. Wilson, 
?. Mr. P. E. Dunkley, from Grimsby, to be manager. 
from Hertford, to be manager. Ellesmere 


Ma 


from Southborough, to be manager. Warwick. 
Westminster a ham: Mr. J. A. Brigham, 


Port: Mr. T. H. E. Bie enw from Stalybridge, to be manager. Hounslow: Mr. J. Fox, from 
Watford Cross deta t » be manager on retirement of Mr. P. A. Stallard. Keynsham: Mr. H. L. 


Collings, from Weston-super-Mare, to be manager. Market Branch, Liverpool, and Wavertre 
Mr. W. D. Herring, from Ellesmere Port, to be manager on retirement of Mr. H. Lomas. Midsomer 
Norton: Mr. A. J. Seymour, from Keynsham, to be manager on retirement of Mr. A. J. Rawling. 

Sanderstead: Mr. J. S. Wild, from Dorking, to be manager. Sherwood: Mr. C. W. Baker, from 
Mansfield Rd., Nottingham, to be manager on retirement of Mr. J. MacLean. Watford Cross 
Roads: Mr. S. O. Quin to be manager. Wigan: Mr. R. D. Dickson, from Wigan, to be manager 


on retirement of Mr. E. D. Smith. 
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Banking Trends over Thirty Years* 
‘* Risk ”’ Assets 





Liquid Assets 





Net Invest- Combined 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. % {mn. {mn. % 
1921 én 1,759 680 38 — 325 833 64 
1922 = 3,727 655 37 — 391 750 64 
1923 - 1,628 581 35 — 350 701 67 
1924 - 1,618 545 33 — 341 808 69 
1925 wa 1,610 539 32 — 286 856 69 
1926 pis 1,615 532 32 -- 265 892 70 
1927 — 1,661 553 32 —- 254 928 69 
1928 ei 1,711 584 33 -— 254 948 68 
1929 7 1,745 568 32 — 257 9gI 69 
1930 ‘s 1,751 596 33 -— 258 963 68 
1931 _ 1,715 560 32 — 301 919 69 
1932 - 1,748 61! 34 —_ 348 844 67 
1933 - 1,909 605 34 =e 537 759 66 
1934 -. 1,834 576 31 — 560 753 70 
1935 ke 1,95! 623 31 —— 615 769 69 
1936 “se 2,088 692 32 -— 614 § 39 68 
1936 2,160 713 32 — 643 865 68 
1937 2,225 683 30 —— 652 954 70 
1938 2,218 672 30 —- 637 976 71 
1939 2,181 648 29 -= 608 9gI 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 2 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 ea 1,107 46 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5,772 1,920 32 983 1,505 1,440 49 
1950 - 5,811 2,345 39 430 1,505 1,603 2 
I95I $s 5,931 2,308 38 247 1,624 1,822 56 
1952 ™ 5,856 2,097 34 = 1,983 1,838 62 
1951: 

Oct.T _ 5,981 2,423 39.1 77 1,555 1,897 55-7 

MOV.T << 5,973 1,981 2.0 108 2,033 1,925 64.0 
1952: 

March 5,085 1,872 31.8 -— 1,935 1,946 66.0 

April 5,715 1,895 31.6 a 1,934 1,953 64.9 

May 5,007 1,944 32.9 ~- 1,932 1,891 64.8 

June 5,817 2,106 34.7 -— 1,917 1,860 62.3 

Sept. 5,927 2,327 38.0 — 1,921 1,748 59.9 

Dec. 6,154 2,327 36.0 = 2,148 1,749 60.4 
1953: 

March 5,842 1,994 32.9 -— 2,122 1,799 64.8 

April - 5,822 1,962 32.4 — 2,119 1,814 64.9 

May 5,805 2,042 33.0 — 2,123 1,772 64.0 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 


Floating Debt 





June 14, May 23, May 30, June 6, June 13, 
1952 1953 1953 1953 1953 
Ways and Means Advances: ém. ém. fm. #m. fm. 
Bank of England 2 “a 0.3 —-- = 0.8 ——- 
4 Public Departments .. rr 273.5 247.1 255.1 244.6 239.1 
Treasury Bulls: 
Tender .. - - - 2790.0 3080.0 3100.0 3130.0 3160.0 
rap 1517.9 1467.5 1440.9 1461.9 1483.0 
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THE BANKER 


National Savings 


(£ millions) 

































































Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net) Small (net) (net) (net) Small 
rog8 IIT .. -— 4.5 — 20.3 6.4 - 18.4 1951 May 2.7 - O.1 -14.7 -— 12.1 
iv .. =%2— §.5 5.3—- 49 June .. 4.9 0.2 -12.8 —- 7.7 
July I.2- 0.7 -16.8 — 16.3 
1949 «OCS 7.3 - 1.4 $2.2 $8.1 Aug. - *ES@— 2.8 = ees 
II .. -1.5- 0.4 8.6 6.7 sept. .. 3-45 9.9 5.9 
II .. -7.6- 4.8 2.7 - 15.1 Oct. .. 1.0 - 7.3 12.3 6.0 
vw 1. =-Bg- 4.1 3.2 - 17.2 Nov... -0.3- 5.7 3.6 =~ 2.2 
Dec. -o0.8 — 8.4 -I17.I -— 26.3 
1950 ~&'I ~¢.3~-92 266 as.0 | Jan. mae ee 7-3 3-7 
II -I0.9- 9.6 64-141 | — Ae <A GRA - 
Mar. .. -7 — 15.9 -5 - 6.7 
ITT -13.6 - 7.5 2.4 - 23.5 | ; 3+7 or: si 
IV ~8.6- 7.3 a «ne April... - 2.6 - 7.1 $64 = 4:3 
: , , May - 3.8 -—- 11.6 — 5.6 — 21.0 
Jume .. -1.5- 7.2 — 4.2 — 12.9 
951 I 27.5 9 3-3 34-7 July —-3.7- 7.7 —18.3 — 20.7 
It [5-3 ~- GF ~ 26.9 — 55:7 Aug... -0.9- 10.2 — 3.1 = 14.2 
IIt 1.0 — 10.3 —- I1.5 — 20.8 Sept. .. 6.1 6.6 = 3.5 9.2 
LV —- O.I — 21.4 - 1.0 — 22.5 Oct. .. 2.9 — 2.0 5.9 
Nov. .. 2.8 2.1 —5-6-— 4.9 
1952 I 5.6 — 27.2 15.3 - 6.3 Dec. I.g - 2.1 -30.9 - 31.1 
Il —- 7.9 —- 25.9 — 4.4 — 38.2 1953 Jan. 8.6 - 5.5 4.0 a 
III I.5 — I1.3 — 24.9 — 34.7 Feb. 5-0 — 4.0 3.5 4.5 
IV 7.06 = 3.2 — 34-5 — 30.1 Mar. 0 « £2 «4.35 «. 4a 
| April .. 4.8 - 6.7 -—- 3.8 - 5.7 
1953 | I9.0 — 10.3 3-4 7 May 4.8 — 6.7 -II.7 — 13.6 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold American in 
Credits I.M.F. Loan Aid Reserves 
1940 — 908 1123 —— —— — + 220 2696 
1947 —4131 3273 240 — —- 618 2079 
1948 -I710 352 128 325 682 - 223 1856 
1949 —1532 116 52 --- 1196 - 168 1688 
1950 + 805 45 — - 762 +1612 3300 
195! —I164 = — om 199 - 965 2335 
1952 ‘ .. = QI7 — — — 428 - 489 1846 
1952: 
[ in .. — 636 -—— —— —- —- 635 1700 
II ‘es .. — 216 — — — 201 ~ 15 1685 
III _ 1. = 953 -—— —- - 133 a 1685 
October .. cs SS we — —- --- 35 + 82 1767 
November +- IOI — ~~ oe 27 + 128 1895 
December. . .. =~ SO —- — — ZI - 49 1846 
IV + 68 —-- — — 93 + I61 1846 
1953 : 
January + 88 - 44 132 1978 
February .. -- + 92 — — -~ 33 + 125 2103 
March a -- + 34 — - — 29 + 63 2166 
l a - 214 — — -— 106 + 320 2166 
\pril vA ce oe ee — — —~ 20 + 107 2273 
May : . + 5 23 
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BANK OF BRITISH WEST AFRICA 





General Expansion 





Lord Harlech’s Review 





HE fifty-ninth annual general meeting 
of the Bank of British West Africa, Ltd., 
will be held on July 14 in London. 

The following is an extract from the state- 
ment by the chairman, The Rt. Hon. Lord 
Harlech, K.G., G.C.M.G., circulated with the 
report and accounts for the year to March 31, 
1953: 

The results are clearly a matter for satisfac- 
tion. The figures indicate a general expansion 
of business, and represent a partial tulfilment 
of our aim to keep abreast ot the many econo- 
mic developments taking place in West Africa. 

Current, Deposit and other Accounts at 
£58,773,777 are higher by 44,206,800, com- 
pared with last year. Liabilities on Accep- 
tances, Confirmed Credits and other Engage- 
ments on behalf of customers at 47,630,591 


are down by £1,717,985, and give an indication 
of a more cautious policy being followed by 
trading companies, many of whom have made 
serious endeavours to reduce their stocks 
during the year. When this situation has been 
corrected, we may confidently look for a 
revival of business under Credits; meanwhile 
a healthier aspect in relation to stocks on hand 
is apparent. 


Need for Ample Funds 


On the assets side, our cash holdings at 
6,706,164 are down by /1.046,781, while 
money at call and at short notice is higher by 
£4,760,714. At first sight these figures may 
perhaps suggest an over-liquid position, but 
the necessity for having ample funds at our 
disposal to finance the requirements of seasonal 
crops in West Africa is of paramount impor- 
tance, and experience shows that practically 
the whole of our available funds are fully 
engaged during marketing periods. 

Loans, Advances and other Accounts at 
£12,295,375 are lower by £2,328,927 and reveal 
a downward tendency in the flow of facilities 
required for the renewal of trading stocks. 
This trend is a normal one in a period when a 
heavy clearance of accumulated merchandise 
is taking place. 

Your directors have given caretul considera- 
tion to the payment of a dividend in a year 
that has shown a higher profit ratio, which it 
is felt may justify optimism to the extent of 
proposing an increased distribution. I, there- 
fore, have pleasure in recommending the 
payment of a final dividend at the rate of 
7 per cent., which, with the interim dividend 
of 3 per cent. paid in November, 1952, will 
make a total of 10 per cent. for the full year. 

I think you will know that our dividend 
policy has always been elastic and in this 
respect it differs from that of most of the larger 
English Banks. In good trading years we have 
felt justified in proposing a higher distribution, 
while in periods of recession it has been neces- 
Sary to adopt a conservative attitude. It gives 


me pleasure to make the present recommenda- 
tion, and I might add that this is the third 
occasion in the history of the Bank that 1o per 
cent. has been paid, the previous instances 
being in the prosperous years of 1908 and 1920. 


West Africa’s Wealth 

West Africa contributes a variety of products 
to world markets, from her agricultural and 
mineral wealth. Although there is a tendency 
towards lower prices, the tonnage output of 
most of these products is well maintained, with 
the possible exception of timber and rubber, 
which are meeting fierce competition from 
other sources of supply. 

With its varied range of exportable com- 
modities, West Africa is able to insulate itself 
to some extent against possible recessions, as 
experience shows that slump conditions rarely 
involve more than one or two products at a 
time. Few tropical countries of such size have 
so much to offer, and West Africa is fortunate 
in being able to export extensive quantities of 
cocoa, groundnuts, palm oil, palm kernels, 
cotton, timber, gold, manganese, tin concen- 
trates, iron ore, rubber, hides and_ skins, 
etc., the demand for which continues to be 
favourable. 

A considerable change has taken place in the 
level of stocks of consumer goods in the hands 
of merchants since I alluded to this problem a 
year ago. Outward shipments to West Africa 
have been curtailed, and this, coupled with a 
successful period of retail selling, has resulted 
in a reduction of surplus stocks to a wiser 
level. This process has entailed some price 
cutting, but there have been few instances of 
panic sales, although reduction of profits has 
been frequent. Price adjustments in relation 
to existing stocks of consumer goods are now 
almost over, and a further writing down should 
not be necessary. 

The most urgent needs of these colonies at 
the present time are in respect of nearly all 
types of building materials and more skilled 
technicians for the development of their re- 
sources. It is clear that West Africans are 
far-seeing people where the future of their 
country is concerned and there exists ample 
evidence that they are increasingly prepared 
to take a long-term view of the tasks that lie 
ahead of them. The real value of labour- 
saving machinery is beginning to be under- 
stood, and while there is no general move 
towards mechanization so far, sufficient in- 
quiries are being made to suggest that manual 
labour may in time be lightened by improved 
mechanical devices and more modern plants. 

Our Bank has had a long history and exten- 
Sive experience throughout West Africa, and, 
having sufficient financial resources at its 
disposal, coupled with a progressive policy, is 
ready to take its full share in the many tasks 
and opportunities that le ahead. 
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IMPERIAL CHEMICAL INDUSTRIES 





The Nationalisation Threat 





oft 
Was 


meeting 
Lta., 


veneral 
Industries, 


HE 26th annual 
Imperial Chemical 
held on June 18 in London. 

Mr. J. Rogers, O.B.E., LL.D., chairman of 
the Company, in the course of his speech said: 

Your Directors remain alive to the impor- 
tance of adapting the Company's operations 
and organisation to meet changing conditions. 
Your Company's activities range widely over 
the chemical field and indeed are not confined 
to that field, embracing as they do, for example, 
non-ferrous metals, ‘‘ Lightning ’’ fasteners, 
paints, leathercloth, and some semi-fabricated 
plastic materials. Its products are numbered 
in thousands and they are supplied to many 
industries. The organisational problems that 
contront vour Company are therefore much 
more complex than those experienced by 
undertakings concerned with the manufacture 
of one or two main products. 

Your Company's research and development 
work is directed towards improving its existing 
manutacturing processes, developing new pro- 
cesses, developing new uses for its existing 
products, and to discovering new products 
and creating markets for them. On this work 
of research and development we are now 
spending at the rate of about 47,500,000 a year. 
To-day we are making many products which 
were unknown betore the war, and some of 
our methods of producing our older and more 
traditional products are very different and 
much more efficient than they were before the 
war. We can expect our new products to 
contribute an increasing proportion of the 
Company's profits. 

Change and Development 

This process of change and development 
must go on if the Company is to remain 
vigorous and prosperous, for the chemical 
industry still has great possibilities for expan- 
sion, and in expanding, it can contribute much 
to the national economy. Such expansion calls 
for more, not less, research and development 
and this work must be well inspired and well 
led. Not every research results in a new 
product or a better process, and it may take 
seven to ten years or even longer to pass from 
the first research result to commercial pro- 
duction. 

Your Company manufactures in many over- 
seas countries, in most cases 1n association with 
nationals of the countries concerned; and, as 
our Annual Keports have clearly shown, our 
export trade 1s world-wide. 

Here at home your Company has maintained 
all its productive plants at a high level of 
technical efficiency, and we are constantly 
striving to improve our manufacturing pro- 
cesses. We are in the forefront in the study 
and application of modern methods of in- 
creasing productivity, and we are now giving’ 
our knowledge and experience in this held 
ireely to British industry in general. 

The steadily improving efficiency of your 
Company's operations means lower costs of 


xX 


production, and these lower costs are reflected 
in the selling prices of our products. We have 
had to advance the selling prices of many of 
our products in recent years because of in- 
creasing raw materials and rising 
wages and salaries, but we have been able to 
ottset these increases to a considerable 
extent by savings resulting from improved 
methods and increased efficiency. As a result, 
our prices are, in general, lower than those 
ruling in America and in Europe. 

You will remember that four vears ago Lord 
McGowan told you that the whole Board of 
I.C.I. took the view that your Company is not 
an appropriate subject for nationalisation. 
That remains the view of your Board to-day, 
in whatever form State ownership is suggested. 
Lord McGowan also said that the Board would 
take all proper steps to oppose the nationalisa- 


costs of 


cost 


tion of your Company if the attempt were 
ever made. Let me renew that assurance. 
You will, I am sure, agree that it would be 


contrary not only to the interests of the stock- 
holders and of those employed by your Com- 
pany, but also to the interests of the country 
as a whole for I.C.I. to come under any form 
of State ownership. 

‘* Challenge to Britain ”’ 

I have just read the Labour Party's pamphlet 
called ‘‘ Challenge to Britain.’’ There is 
nothing in that document to cause me to 
change my view that any torm of State owner- 
ship would be extremely detrimental. 

The main reason given in the pamphlet for 
this programme of public ownership is that 
chemical production must expand to keep pace 
with the enlarged requirements of other basic 
industries. Of course chemical production 
must expand, and this is exactly what has 
taken place in the Industry as a result of the 
enterprise shown by those in it. My speech 
to-day emphasizes the expansionist policy 
which I.C.I. has consistently pursued.  I.C.L. 
is meeting every demand for chemical materials 
made upon it in the United Kingdom, and the 
average level of prices is lower than that in the 
U.S.A. and Europe. In addition, its exports 
have increased very substantially in volume 
and in value since the war and are now running 
at over {1,000,000 per week. I can say without 
qualification that no company has a finer record 
of expansion and enterprise. 


Why then should public ownership be 
suggested as a safeguard against possible 


shortages, which do not exist, and which will 
never occur, if Private Enterprise is permitted 
to ahead ? Surely the experience of the 
State-owned industries is convincing evidence 
that whatever else may be said about State 
ownership it is no guarantee that production 
will keep pace with increasing demand. I 


oO 
4 @ 


can only hope that those responsible tor 
‘Challenge to Britain’’ will give the whole 


subject further factual study and that in the 
long run wiser counsels will prevail. 
The report and accounts were adopted. 
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NATIONAL BANK OF NEW ZEALAND 





Business Well Maintained 





Sir Sydney Parkes on Country’s Economic Recovery 





HE annual general meeting of the 
National Bank of New Zealand, Ltd., will 
be held on July 2, in London. 

The following are extracts from the circu- 
lated statement of the Chairman, Sir Sydney 
Parkes, C.B.E.: 

Last year I explained that a number of 
special influences had swollen the totals of our 
balance-sheet. It is satisfactory to be able to 
report that the effects of these exceptional 
factors have largely disappeared and that the 
bank’s figures this vear reflect a return to more 
normal conditions in the Dominion. 

It is a great tribute to the fundamental 
soundness of New Zealand’s economy that this 
change has been brought about so smoothly 
and so quickly. 

Deposits and current accounts at 450,582,000 
show a decrease of £8,597,000. Bills payable 
and other liabilities at 44,981,000 show little 
change. On the other side of the balance-sheet 
our liquid assets stand at 424,979,000, while 
advances at #30,383,000 have decreased by 
£13,041,000. 

The net profit brought in after providing for 
taxation is £219,066, being a small increase 
on the comparable figure of £214,015 last vear. 
An interim dividend of 3 per cent., less U.K. 
income-tax at gs. 6d. in the ¢, was paid in 
January last, and the directors now recommend 
a final dividend of 5 per cent., less U.K. 
income-tax at gs. in the 4, making a total of 
$8 per cent., leaving an increased amount of 
£132,393 to be carried forward to next year’s 
accounts. 

The bank’s business has been well main- 
tained during the year, and there has been a 
satisfactory increase in the number of new 
accounts on our books. New branches have 
been opened at Papakura, Kaitaia and Levin 
and our agencies have been increased by four, 
making in all 129 branches and agencies. 


Primary Industries 


The spring and summer in the Dominion 
were wet and cold and while this produced a 
good growth of feed for the dairying industry, 
it was on the whole untavourable to all other 
forms of primary production. 

There has been a substantial increase in 
dairy production, and proceeds from the export 
of butter and cheese for the current season are 
likely to be a record. 

Export killings of meat have been lower 
than last year, killings for the six months to 
March 28 being 189,000 tons compared with 
212,000 tons for the same period last year. 

Wool prices have fluctuated within compara- 
tively modest limits. The export income from 


wool for the calendar year 1952 was {£75 


millions and it is expected that the clip for the 
calendar year 1953 will yield about the same 
total. 


xxi 


There was an increase in the acreage of 
wheat sown this year, but yields have been 
unsatisfactory and it appears certain that 
imports will need to be on a fairly substantial 
scale to care for local consumption. 

Export shipments of fruit for the season 
should total approximately 1,100,000 cases of 
apples and 35,000 cases of pears. Prices for 
these are likely to be satisfactory. 


General Trading and Industrial 
Conditions 


When I addressed you last year the economic 
conditions of the Dominion and the figures of 
the banking system had been affected to a 
marked degree by the exceptionally heavy 
flow. of imports during the previous nine 
months. I[ am pleased to be able to say that 
the position now presents a much more satis- 
factory picture. The policy of the trading 
banks, which was supported by the Reserve 
Bank, of allowing time for last year’s surplus 
stocks to be liquidated in an orderly manner, 
has been tully justified by the results since 
achieved, and the total advances of the banking 
system, which reached the high figure of £187 
millions at March 31, 1952, had fallen to 4140 
millions at March 31 this year. Although the 
period of adjustment has been a difficult one 
in most sectors of the economy, the experience 
has provided a valuable lesson to everyone and 
business now appears to be working on a 
sounder basis. 


As a result of the drain upon overseas funds 
to pay tor the heavy imports the Dominion’s 
overseas assets, which stood at 479 millions at 
the end of March, 1952, continued to fall 
through the ensuing months until the end of 
September last when the total reached its low 
point of 465 millions. Since then there has 
been a steady improvement, the balance at 
the end of March this year being 498 millions. 
This, however, does not permit the removal of 
the system of exchange control introduced in 
April, 1952, as it 1s still necessary to conserve 
overseas funds to ensure payment for essential 
imports. 

Money for capital purposes has been difficult 
to obtain during the whole of the year, although 
there have been recent signs that the position 
iS easing. 

There have been no labour disputes of con- 
sequence, and the supply of labour is now more 
satisfactory, although there is still a shortage 
of skilled workers. The easing in the labour 
market has not resulted in unemployment but 
has been reflected in the reduction in the turn- 
over of workers generally, which must be re- 
garded as satisfactory as it should lead to 


higher efficiency throughout the industrial 
field. 
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Volkskas Building, Johannesburg 








Statement of Condition 


VOLKSKAS 


LIMITED 


as at 31st March, 1953 


ASSETS 


Cash and Balance with S.A. Reserve Bank 
Union Government Stock > - r - 
National Finance Corporation of S.A. Deposit Account 
Other Investments vod an - i ae 
Overdrafts and Discounts, less provisions 

Bank Premises and Equipment a 

Other Assets + 


LIABILITIES 


i. 
2,500,000 
7'350.000 


1D) 


_ARBEIDSARITHE 


VOLKSK 


London Agents: 


Lloyds Bank Limited 


6 Eastcheap 
London, E.C.3. 





LIMITED 
(Registered Commercial Bank) 
Head Office: 


30.9.52 
£ 


3,967,300 
4,653,000 
750,000 
899,400 
18,461,100 
1,568,800 
1,423,100 


£31,722,700 
30.9.52 
£ 
27,977,000 
475,000 


50,200 
1,420,500 


1,800,000 
£31,722,700 


AS 


CENTRAL STREET, PRETORIA 


New York Agents: 
Chemical Bank & Trust Co., 
165 Broadway, 


New York, U.S.A. 





£34,515,454 


31.3.53 


£ 
29,873,216 
475,000 
53,607 
1,863,631 


2,250,000 





£34,515,454 



























